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HIGHLIGHTS f CPRail [1] — 
(in millions) ; 1999 1998 1997- 1996 - 1995 


Canadian Pacific Railway provides rail and intermodal freight transportation: 
services over a 14,400-mile network extending from Montreal to Vancouver, and 
throughout the U.S. Midwest and Northeast. Commercial alliances with other 
carriers extend CPR’s market reach beyond its own network. Serving ports on the 
east coasts of Canada and the U.S. and the Port of Vancouver, CPR links North 
America with European and Pacific Rim markets, moving large volumes of import 


and export goods across the continent. It is also a leading carrier in the inter- 


modal industry with 24 terminals across Canada and the northern U.S. 
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OPERATIONS AND PRODUCTIVITY 1999 1998 1997, 1996 1995 


Gross ton-miles (GTM) (millions) 192,206 182,579 186,464 184,047 192,259 | 
Freight revenue per revenue ton-mile (RTM) (cents) 3.31 3.45 3.41 3.42 3.32 
Number of active employees at year-end 18,150 19,323 19,514 20,540 22,398 
Miles of road operated at year-end* 14,358 14,456 WSOSM/ 17,399 18,064 
Gross ton-miles per available horsepower per day 173.8 153.0 Ses 165.7 n/a 
Gross ton-miles per mile of road operated (thousands) 13,387 12,630 12,351 10,578 10,643 
Gross ton-miles per average active employee (thousands) 10,031 9,196 97254 8,470 8,208 | 
Train weights (tons) 5/102 4,867 5,059 4,901 4,936 
U.S. gallons of fuel per thousand gross ton-miles 1.38 ESO 1.56 157 1.59 
Personal injuries per 200,000 employee hours 4.44 4.48 5.1m 7.16 8.34 
Train accidents per million train miles 2.13 2.16 3.41 53 5.08 


* Restated to exclude haulage miles. 


modern, 


high-performance locomotives The locomotive 
fleet has been rejuvenated with high-performance 
alternating current technology. CPR is hauling 
more freight with fewer locomotives. The benefits 
are lower costs, higher productivity, greater service 
reliability and steadily increasing customer 
satisfaction levels. 


leading-edge information technology A new 
generation of computer applications is providing 
CPR managers with better business tools. They 

help improve performance in three key areas: cost 
management, asset utilization and customer service. 


an expanded, modernized intermodal system 
CPR's intermodal business has been growing at 
double-digit rates. With new intermodal terminals in 
Vancouver and Calgary, major expansions in Montreal 
and Toronto, and modernization in Chicago and 
other locations, CPR has the capacity and service 
levels to capitalize on opportunities. 


Expressway - a unique roll on/roll off technology 
A fast, radically new way of moving truck trailers 
between cities. Trucks drive on and off a continuous- 
platform train, and slots can be reserved on a. 
next-departure basis. The system requires minimal 
investment. It offers truckers fast, highly reliable 
service, and a way to avoid delays on congested 
roads and solve their driver shortage problem. 


efficient, 


high-capacity track Major track corridors have been 
upgraded to handle heavier trains. High-capacity 
286,000-lb. loaded freight cars are standard in CPR’s 
main corridors. Expanded track capacity, combined 
with a highly reliable locomotive fleet, means better 
on-time performance and customer satisfaction. 


Genesis. — a better way of operating trains With 
more powerful locomotives, and upgraded track and 
information technology, CPR is operating trains up to 
10,000 ft. long — an increase of 20 per cent over its 
longest trains just a year ago. With fewer stops en 
route, the long trains meet total transit time targets, 
while reducing operating costs and increasing produc- 
tivity and asset utilization. 


into the North American heartland CPR’s upgraded 
Vancouver-to-Chicago corridor is a strong competitor 
in the $1.5-billion-a-year U.S. Midwest market for 
transPacific container traffic. Shipping lines COSCO 
and Norasia in 1999 chose Vancouver as their first 
port of call for shipments into Chicago, with CPR as 
the land carrier. On the East Coast, CPR offers 
transAtlantic container lines a fast, short route into 
Chicago from the Port of Montreal. 


serving the world’s two biggest trading partners 
Trade between Canada and the U.S. outstrips that 

of any other two countries. CPR facilitates that trade 
with border crossings at eight strategic locations 
from coast to coast. 


safe, con 


a year of moving safely CPR is one of the safest 
railways in North America. The rate of on-the-job 
injuries and train accidents has been falling steadily. 
Critical action areas and performance targets keep 
the organization focused on working safely. 


delivering the goods in good order New computer 
applications are providing better tools for analyzing 
claims data. This is surfacing areas where handling 
methods can be improved at the dock, and over the 
rail and road. The result: fewer claims and service 
that helps customers plan and control inventory. 


a caring neighbour Operating through hundreds 
of communities in two countries, CPR maintains close 
ties with its neighbours. Safety is the highest priority. 
Example: the Responsible Care™ program, a partner- 
ship between the chemical industry and chemical 
transporters. Through Responsible Care™, CPR and its 
partners are working to minimize risks and respond 
quickly in any emergency. 


the customer connection Customers need carriers 
that work as an integral part of their business. Case 
in point: the Sears-CPR relationship. Sears has built 
major distribution facilities next to CPR’s intermodal 
terminals in Calgary and Toronto. 


making partners of competitors CPR is forming 
marketing and operating alliances with U.S. and 
Mexican railways that benefit all parties in the free 
trade environment. A suite of services called CPR-MEX 
offers shippers new competitive options across the 
three NAFTA partners. CPR and Norfolk Southern 
have worked together to open up the only direct, 
unobstructed route for double-stack container service 
between eastern Canada and the U.S. Southeast. 


nected. 


the Chicago connection Chicago is the railway 
hub for North America. CPR has modernized its 
Chicago-area yard for fast freight flow-through and 
better connections with U.S. carriers. 


into the Big Apple Agreements with CSX and 
Norfolk Southern railroads have given CPR expanded 
access On attractive terms into the biggest markets 
in the northeastern U.S. CPR is now the only 
transcontinental railway providing service directly 
into New York City, a connection with eight 

million people. 


getting closer to our unions CPR’s relationship 
with employees’ unions is based on consultation and 
inclusion. Unions participate in decision making and 
problem solving. Gainshare programs allow employees 
to earn extra pay for reducing costs, and improving 
safety and service. 


connected to the skies Through a direct link to 
Environment Canada, CPR uses the best satellite- 
based weather tracking systems for early storm 
warnings. With the information, pre-emptive action 
is taken to avoid weather-related delays. 


Robert J. Ritchie, President and CEO 
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president's message 


Canadian Pacific Railway has continued to steadily improve its operating results. 


Excluding unusuals, operating income in 1999 reached an all-time high of $762 million, 


and the year finished with a three-month period that saw the operating ratio fall to 


the low 70s —- where we have said it needs to be. We replaced a substantial decline in 


our traditional bulk markets with growth in other markets. While workload climbed, 


Operating expenses were contained. We're winning on service, and we're winning on 


cost reduction. Importantly, we have not sacrificed safety to achieve these results. 


Canadian Pacific Railway posted its fourth consecutive 
year of record operating income in 1999. Are you 
satisfied with the results? 


I'm satisfied with the results so far, but the job is not 
over. We can and will continue to do better, and our 
track record speaks for itself. 


Our four consecutive years of record operating 
income — $588 million in 1996, $668 million in 1997, 
$721 million in 1998, and now $762 million — is graphic 
evidence of the upward trend in our company. 


Operating income is just one part of the story. There 
has been steady improvement in our operating ratio, 
productivity, asset utilization, and customer service. 
Most importantly, we have never once allowed the fast 
pace of change across the company to distract our 
focus from safety. CPR employees operate one of the 
safest railways in North America, as measured by 
on-the-job injuries and train accidents. 


CPR went into 1999 with its traditional bulk markets 
in decline. Was 1999 a particularly difficult year? 


The softness in our bulk commodity markets was a 
significant challenge, but we met it. 


Our asset renewal program — $2.8 billion from 1997 to 
1999 - was critical in meeting this challenge. It enabled 
us to provide service levels that caught the attention 
of customers, especially in the service-sensitive areas of 
the business. The result was double-digit growth in the 
intermodal, automotive and forest products markets. 
This growth, which totalled $150 million in 1999, more 
than offset the impact of soft bulk markets. 


At the same time, expenses were reduced by about 

1 per cent for the year. This was a significant achieve- 
ment considering that workload, as measured in freight 
gross ton-miles, increased more than 5 per cent. We 
also moved a higher proportion of commodities that 
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are more costly to handle than bulk goods. Fuel prices 
were up significantly, and equipment rental costs were 
higher to accommodate the growth in some markets. 


We built momentum going into the second half of 
the year, and ended 1999 with our best fourth-quarter 
performance ever. Operating income for the last three 
months was a record $254 million. The operating ratio 
dropped to the low 70s — in fact, 73.6 per cent — which 
is where we need to be at this stage. 


Ultimately, credit for our performance has to go to 
our employees. They have done an outstanding job in 
every area of the business. 


What has the growth in non-bulk commodities meant 
in terms of operating the business? 


In the space of little more than 18 months, CPR has 
changed from a railway heavily bulk-oriented, to one 
with a business profile more balanced between bulk 
and modal-competitive freight. 


During this transition to modal-competitive markets, 
which have higher built-in service costs, we continued 
to reduce operating expenses. 


It's important to recognize that we filled the gap 
caused by the downturn in bulk markets with freight 
that requires a completely different service approach 
in terms of customer needs and product handling. 
And we accomplished this while continuing to earn 
improvement in customer satisfaction levels. 


Do you foresee more diversification from bulk 
commodities? 


We expect the bulk commodities will recover, but 
we plan to continue growing our non-bulk, modal- 
competitive business. Three major growth initiatives 
are under way in our non-bulk markets: 


> We've improved our Vancouver-Chicago transit 
times and we’re now generating growth in transPacific 
container traffic to and from the U.S. heartland. 


> We're expanding Expressway — a fast roll on/roll off 
trailer-on-train service — in the busiest truck corridors. 
Using technology no other railway has, the service 
moves any type of truck trailer. Other services can 
handle only specialized reinforced intermodal trailers. 
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Expressway offers any trucking company a way to 
solve driver shortages, avoid highway congestion, and 
reduce gas consumption. Our Expressway service 
operates between Montreal and Toronto, and between 
Montreal and Quebec City. We will be expanding it to 
Detroit early in 2000, followed by Chicago and 

New York City. 


— We have gained expanded access into markets in 
the U.S. Northeast, including New York City, New 
Jersey and Philadelphia. This is opening up new oppor- 
tunities for intermodal traffic, newsprint, finished 
vehicles, and other consumer goods. 


CPR has invested $2.8 billion in capital since 1997. 
How are you going to grow the business without 
investing more large sums of capital? 


Our capital program modernized the franchise. We're 
now focusing our efforts on making the assets sweat, 
maximizing utilization of locomotives, track, yards and 
terminals, and information technology — the major 
areas of our infrastructure renewal program. This will 
allow us to handle higher volumes with existing assets 
while continuing to offer service levels that meet 
shipper needs and lead to continued growth. 


One good example of this was our move in 1999 to 
longer, heavier trains. We're operating trains as long 
as 10,000 feet in some corridors. We now have the 
hauling power and the track strength to handle them. 
Bypassing intermediate terminals between origin and 
destination yards with these long trains, we are able to 
increase asset utilization without adversely impacting 
total transit times. 


How is CPR competing successfully for freight to and 
from markets beyond its own track network? 


Our strategy has been to build commercial and 
operating alliances with other carriers that allow CPR 
and its alliance partners to operate over each other's 
track as if it were part of their own network. This type 
of partnership is seamless to the railways, and with 
on-time, damage-free service, it is seamless to 

the customer. 


We have been moving in this direction for several 
years, and have alliances with CSX, Norfolk Southern, 
and Union Pacific railroads in the U.S., as well 

as Mexican carriers. For example, CPR and U.S. and 


Mexican railways launched CPR-MEX, a new suite of 
services that includes a seamless intermodal service 
linking Canada and the U.S. to 16 Mexican markets. 


Products from Mexico City can travel over 
Transportacion Ferroviaria Mexicana or Ferrocarril 
Mexicano to the border, over Union Pacific into 
Chicago, and over CPR directly into Montreal to be 
loaded on ships and transported to Europe. Together, 
the railways offer the shortest route between Mexico 
City and Montreal. Goods move across the three NAFTA 
partners under a simple one price/one bill contract. 
We offer shipment tracing from end to end using 
e-business on CPR’s website, and 24-hour customer 
service, among other features. Launched in mid-1999, 
CPR-MEX produced 20 per cent growth in traffic to 
and from Mexico, and CPR has just opened a 
commercial office in Mexico City to market the 
CPR-MEX brand. 


This alliance-based service is indicative of what can be 
achieved. We have some built-in advantages: strong 
service and safety levels; eight border crossings strate- 
gically located in key market areas; and the dominant 
position in the ports of Montreal and Vancouver — 

all important attributes in alliance partnerships. 


What impact would further consolidation in the rail 
industry have on CPR? 


If further consolidation occurs, it is likely to change the 
landscape of the rail industry. 


CPR has available a range of alternatives to protect 
and improve our competitive position. We can and will 
do what is in the best interests of our customers and 
shareholder. 


CPR is a large, diverse organization spread across a 
huge geographic expanse. How are you keeping your 
organization focused on improving performance? 
Overall, we focus on three critical areas of the business: 
safety, productivity, and service-driven revenue growth. 
Each year, targets are set in these areas, and we develop 
and manage initiatives on an ongoing basis to meet 
the objectives. The result is a balanced scorecard of key 
performance indicators that provides the basis for 
ensuring our 18,000 employees are aligned with the 
company’s goals. 


About 75 per cent of CPR employees are unionized. 
What are you doing to strengthen your relationship 
with CPR’s unions? 


Over the past few years, we have worked hard at 
improving our relationship with our unions. The differ- 
ence has been the level of consultation and inclusion. 
We recognize that management doesn’t always have 
all the right answers. Bringing our unions into the 
decision-making and problem-solving processes results 
in fresh perspectives, new ideas and better methods. 


We consult regularly with our employees’ unions to 
explore new ways of managing the business, and there 
have been occasions when we were ready to move 
down one road, only to be shown a better path. 


We've introduced incentive-based compensation 
programs. These are an important part of the better 
relationship we are building with our unions. They are 
a way of sharing with unionized employees the 
financial gains or savings they help generate through 
new ideas or on-the-job performance. 


CPR is the first major railway in North America to 
negotiate, design and implement incentive-based 
compensation programs with unionized employees on 
a system-wide basis. We did it in just one year. What's 
more important is that the programs were developed 
jointly with the unions, and the unions continue 

to be involved in monitoring them. 


What's next for CPR? 

We have made substantial and steady improvement 
in all aspects of the business and are re-establishing 
ourselves as a strong performer in our industry. 


We now must keep the momentum in the organization 
moving in the right direction. This will involve growing 
our business in all markets through a service level 

that makes CPR stand out of the pack, and containing 
costs as the business grows. We want to become the 
dot-com railway in the sense of being easy to do 
business with, whether the business partner is another 
railway, a domestic customer, or a shipper on another 
continent. We are putting in place the right mix of 
people and assets to make this happen. 
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our progress: balanced scorecard 


CPR’s strategy for growth and improvement is anchored to the cancept of a balanced scorecard. As CPR moves 
forward, it has endeavoured to achieve improvement in three scorecard areas: safety, productivity and service- 
driven revenue growth. Company and employee performance is driven by and measured against clearly defined 


goals in these three key areas 


Safety CPR’s day-to-day performance 
is guided by a resolute commitment to 
safety. No job or project is started with- 
out first ensuring the safety of 
employees and the public. 


System-wide, this principle is supported 
by a new safety plan that is the most 
comprehensive ever adopted by CPR. 
The plan outlines an intensive safety- 
management process supported by 

10 critical action areas designed to 
make CPR a leader in industrial and 
public safety. These action areas range 
from compliance and risk screening to 
employee wellness, recognition, and 
partnerships with communities 

and customers. Targets are set and 
responsibilities are defined, reminding 
every employee that no task or project 
will be judged a success unless it is 
completed safely. To that end, CPR’s 
incentive-based compensation for many 
employees is linked to safety perfor- 
mance indicators. 


At the local level, a Safety Framework 
guides rail operations every day. The 
Safety Framework calls for action plans 
designed and developed by employee- 
led Safety & Health Committees. These 
action plans recognize the individual 
needs and unique operating environ- 
ment at local facilities but are guided by 
common safety principles and practices. 


Productivity CPR has invested 
$2.8 billion since 1997 to renew its key 
assets. With a focus on optimal utiliza- 
tion of these assets and improved work 
practices, CPR is realizing increased 
productivity in every part of the railway. 
The payoff is in reduced operating costs, 
lower capital requirements going 
forward, and better service. 


CPR’s new alternating current locomo- 
tives have had a singularly broad impact 
on productivity. They have a high 
hauling capacity, with the impact seen 
in productivity measures such as: train 
weights (up 5% in 1999) and gross 
ton-miles per available horsepower per 
day (up 14% in 1999). With higher 
locomotive reliability, CPR has closed 
maintenance facilities and reduced staff. 


Better track infrastructure has meant 
higher train capacity and freight car 
weight. Car weights were previously 
capped at 268,000 Ibs. The limit is now 
286,000 Ibs. in all main corridors — a 
productivity increase of 7%. Track main- 
tenance and repair needs are also down, 
and the workforce is smaller. 


Freight flow-through in terminals has 
remained fluid, even as freight volumes 
increased. Idle car time — called dwell 
time — in yards is on target, despite 
increased train size. Measures such as 
car miles per car day (up 4% in 1999) 
show the improvement. 


Information technology is the enabler 
for many of the productivity improve- 
ments, and is providing the means to 
manage the business with fewer people. 
For example, new yard tools monitor 
dwell time in yards, and the results are 
posted daily on CPR’s intranet. 


Growth in the most ; 
service-sensitive markets has 
changed the business profile 
yf CPR 


BULK/MODAL-COMPETITIVE 


(per cent) 


Growth through Service CPR has 
been leveraging the productivity of its 
new assets to generate high-quality, 
reliable service for customers. In 
response, customer satisfaction — an 
indicator of service levels — has been 
climbing steadily. 


The sharp focus on service has produced 
growth in markets where service is a 
critical issue with customers. This 
includes intermodal, automotive, and 
forest products markets. Revenue in 
these markets grew by a total of 

$88 million in 1998, and $150 million 

in 1999. 


Using mail and phone surveys, CPR 
tracks customer satisfaction levels based 
on the five top transportation service 
buying criteria: service reliability, price, 
equipment supply, transit time, and 
account management. Their ratings 
identify where CPR is performing well 
and where improvement is needed. 


Importantly, CPR has been able to 
improve service at the same time as it 
has reduced costs substantially. 


1997 1998 1999 
@ 47 modal-competitive 50 modal-competitive 55 modal-competitive 
@ 53 bulk 50 bulk 45 bulk 
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our progress: strategy, results and next steps 


RESULTS 


STRATEGY NEXT STEPS 


REVENUE GROWTH Emphasis on service is responsible for steady, dou- Build on the success of 1999 when two shipping 

THROUGH SERVICE ble-digit growth in the most service-sensitive areas lines made Vancouver their first port of call for 
of the business. Combination of growth perfor- transPacific containers destined for Chicago, with 
mance and cost containment in 1999 produced CPR as the land carrier. 


record operating income, despite softness in bulk 
markets and substantially higher workload. 


Expand Expressway service into Detroit early in 
2000, and into Chicago later in the year. New 
Highly competitive service was behind transPacific York City will follow. 

container growth in the Vancouver-Chicago corri- 
dor in 1999. Reliable scheduled service on 
Expressway, a new technology for moving 

truck trailers by train, turned truckers into CPR 
customers between Montreal and Toronto. 


Leverage service levels to grow business in the 
U.S. Northeast, where CPR has gained expanded 
access to major markets on attractive terms. 


FRANCHISE RENEWAL Three-year ‘catch-up’ program to renew CPR’s Maintain high quality of infrastructure. Continue 


asset base successfully completed in 1999. ; to harness existing assets for higher productivity 
Significant improvement has been made in capacity, and better service. Expand information technology 
productivity, and reliability of the franchise. New foundation, adopting applications and platforms 
assets harnessed for improved service and lower that serve as building blocks for better operating 


operating costs. systems. 


COST REDUCTION Continued growth in service-sensitive markets Largely complete remainder of workforce reduction 
showed CPR can reduce costs while still delivering by year-end 2000, as planned. 
quality service to customers. 


Generate continued benefits from Genesis train 


Despite handling 5% more freight volume, operations, including more fluid terminal/yard 
growth in markets that are more costly to serve, operations, higher equipment utilization, lower 
and a major spike in fuel prices, costs for 1999 maintenance costs, and workforce reductions. 
were reduced slightly. Continue working down costs of third-party inputs. 


New efficiencies in all areas produced action in 
1999 to eliminate 1,900 jobs over an 18-month 
period. About half this number of positions were 
permanently eliminated in 1999. 


First early wave of efficiency produced by Genesis, 
a new way of operating long, heavy trains without 
adversely impacting overall transit times. 


OPERATING INCOME OPERATING RATIO OPERATING EXPENSE PER GTM 


(millions of dollars) (percentage) (cents) 
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Forest Products 

GROWTH DRIVERS Shipments of lumber and panel 
products within Canada and from Canada to the U.S. are 
driven by annual housing starts and influenced by quota 
restrictions embedded in the Canada/U.S.A. Softwood 
Lumber Agreement. Production and distribution flows 
of wood pulp, newsprint and other paper products 

are determined by consumer consumption of printed 
material and household paper goods, commodity 
prices and world supply and demand balance. 


COMPETITIVE ADVANTAGE CPR is well positioned for 
strong north-south flows of forest products through its 
network of cross-border gateways. New and expanded 
truck-to-rail reload centres in strategic locations are 
enabling mills to consolidate shipments, manage 
inventories better, and make value-added product 
enhancements. Track connections in the U.S. with all 
major railways provide customers access to the entire 
North American market. An ongoing railcar renewal 
program ensures a modern fleet for damage-free 


transportation. 


Industrial Products 

GROWTH DRIVERS Industrial products include: 
chemicals; plastics; energy-related products (propane, 
butane, gasoline, diesel fuel); industrial minerals other 
than coal; steel; and aggregates. Propane volumes are 
impacted by weather conditions. Volumes in the other 
sectors are dictated largely by general economic 
conditions in North America. For example, chemicals 
and plastics are tied to consumer demand for house- 
hold and industrial goods, steel is subject to activity in 
the automotive, oil and gas industries, and aggregates 
is driven by construction and road projects. 


COMPETITIVE ADVANTAGE CPR’s cross-border gate- 
ways in western Canada provide clients with direct 
access to markets in the western U.S., and into the 
Chicago hub. Investments in transfer and storage 
facilities in Ontario, Quebec and the northeastern U.S. 
provide CPR with a competitive edge in the steel and 
plastics markets. 


product and busine 


Grain 

GROWTH DRIVERS CPR moves grain from Canada and 
the U.S. Most of the traffic is for export markets, how- 
ever, domestic traffic to milling markets and processors 
is growing. Farm production and market trends dictate 
freight volumes. Market price helps farmers decide the 
type and quality of grains to be planted. Weather 
conditions affect yield. 


COMPETITIVE ADVANTAGE High-throughput 
elevators are being built on CPR lines. CPR has the 
shortest route from the main production areas of 
Canada to the Port of Vancouver. In the U.S., CPR has 
direct access from North Dakota to midwestern and 
northeastern mills. Connections with U.S. railways 
extend CPR’s market reach for U.S. export grain traffic 
to the Pacific Northwest and Central Gulf. A modern 
fleet of reliable, high-capacity 286,000-Ib. grain 
hopper cars ensures efficient service. 


Coal 
GROWTH DRIVERS About half the export coal moved | 
by CPR is shipped to the Pacific Rim to be used mainly 
in steel mills. The remainder is shipped to Europe and | 
South America, also for steel mills. Demand is affected 
by world.economic conditions. CPR also moves large j| 
quantities of coal in the U.S., mostly for electric power 
plants. Volumes to power plants are dictated by vari- 

ances in electricity consumption. 


COMPETITIVE ADVANTAGE The export coal mines 
located on CPR lines in southwestern British Columbia 
are the most productive in Canada. They have exten- 
sive reserves of high-grade metallurgical coal, which is 
preferred by steel mills for its high quality. CPR 
employs efficient dedicated train sets which operate in 
a continuous-loop service between the coal mines and 
tidewater about 700 miles away. Light-weight, higher 
capacity aluminum coal cars are being introduced 

in 2000. In the U.S., CPR has direct mine-to-power plant 
service for coal originating in Indiana. Connections 
with U.S. carriers moving coal out of the Powder River 


Basin generate coal traffic for power plants located 
mainly on CPR‘s midwestern network. 


Intermodal 

GROWTH DRIVERS Intermodal freight consists mainly 
of finished and semi-finished consumer products moving 
within North America and between North America 
and other continents. Demand is driven chiefly by 
#conomic strength in North America. 


COMPETITIVE ADVANTAGE CPR has a modern 
network of 24 intermodal terminals, and recently 
*xpanded capacity in five strategic locations — 
Vancouver, Calgary, Chicago, Toronto, and Montreal. 
ePR has the dominant market position at Canada’s two 
argest ports - Montreal and Vancouver, and serves 

J.S. Eastern Seaboard ports. It has the shortest route 
between the Port of Vancouver and Chicago, and the 
nost direct route, through the Port of Montreal, for 
‘ontainers moving between Europe and the U.S. 


Vlidwest. CPR's eastern network serves the highly 
ndustrialized region around Montreal/Toronto, and 
he most populous sectors of the U.S. Northeast, 
ncluding New York City. 
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‘ulphur 

IROWTH DRIVERS Sulphur is a key ingredient in 
vaking fertilizer. The sulphur market is driven mainly 
y demand for and production of fertilizer, which in 
urn is dependent on agricultural production and 


ommodity prices. World supply and demand balance 
Iso affects the market. 


OMPETITIVE ADVANTAGE CPR is the world’s leading 
ansporter of sulphur formed into solid pellets for 
‘ansport to tidewater. The transport system for 
armed sulphur is anchored by three major shipping 
oints in southern Alberta: Shantz, Pecten and Rocky 
lew. CPR is also Canada’s largest transporter of liquid 
ilphur, which is shipped from Alberta to fertilizer 
roducers in the southeastern U.S. All sulphur moves 

| highly efficient single-commodity unit trains. 


Automotive 

GROWTH DRIVERS Demand for vehicles is primarily 
driven by the health of the economy, and a range 

of related factors including interest rates, employment, 
consumer confidence, and wealth creation. The highly 
competitive and innovative auto industry itself 
influences demand by continuously introducing new 
features and design changes that attract consumers. 


COMPETITIVE ADVANTAGE Strong relationships 

have been established with automakers on the basis 
of CPR’s performance in the most critical areas: reliable 
delivery, customer service, damage prevention, account 
management, and auto compound operations. CPR 
provides service to 11 auto assembly plants on its net- 
work and is the sole rail service provider to the Honda 
and Toyota plants near Toronto, General Motors’ plant 
north of Montreal, Ford’s plant in St. Paul, Minn., 

and DaimlerChrysler’s plants at Windsor and near 
Toronto. CPR’s expanded access in the U.S. Northeast 
gives shippers new competitive options for reaching 
large markets. 


Fertilizers 

GROWTH DRIVERS Agricultural production and world 
grain prices are the critical market forces for fertilizer, 

World supply and demand balance drives market price. 
Potash, phosphate and nitrogen are main commodities. 


COMPETITIVE ADVANTAGE Using its own border 
gateways, CPR has the shortest, most efficient routes 
from Canadian production areas to major U.S. markets. 
Strategic alliances with customers contribute to CPR’s 
healthy market share. CPR has direct service to key 
fertilizer distribution terminals, and in many instances 
serves them exclusively. The terminals are located in 
eastern Canada and along the upper Mississippi River. 
Ongoing hopper car fleet renewal is a key contributor 
to strong service capability. 


our progress: growth, productivity and safety 


GROWTH 


INTERMODAL 1999 1998 AUTOMOTIVE 1999 1998 
Volume (million RTMs) 19,126 16,288 Volume (million RTMs) 2,464 2,080 
Revenue ($mm) 751.8 679.3 Revenue ($mm) 278.9 238.3 
FOREST PRODUCTS 1999 1998 INDUSTRIAL PRODUCTS 1999 1998 

| ~ 
Volume (million RTMs) 10,775 9,103 Volume (million RTMs) 12,499 1s7 
Revenue ($mm) 361.2 324.7 Revenue ($mm) 433.0 430.4 


PRODUCTIVITY 


FUEL 
(US gallons per 1,000 GTMs) 


SS 


ia 


Q1/98 Q2/98 Q3/98 


Q4/98 Q1/99 Q2/99 Q3/99 Q4/99 


current power 
> Genesis train operations — long, heavy 


> Successful fuel management strategies 


=I 


> Locomotive fleet renewal — efficient alternating 


trains 


AGO AD AAA 3) 405 153. 37 e320 84, 30 
LOCOMOTIVE UTILIZATION 
(GTMs per available HP/day) 
7 > Higher freight volume, fewer locomotives 
> Fewer train starts — Genesis train operations 
> Increased locomotive availability — more time in service; 
less time in shops 
a | 
Q1/98 Q2/98 Q3/98 Q4/98 Q1/99 Q2/99 Q3/99 Q4/99 
145.7 152.7 153.3 160.3 152.3 171.0 1788 193.1 
SAFETY 
WORKLOAD <a 
GTMs GTMs PER EMPLOYEE PERSONAL INJURIES TRAIN ACCIDENTS 
(millions) (thousands) (per 200,000 employee hours) (per million train miles) 
= ee a inane at a 
| | | ) 
| 2 | | | 
_ 10,000 : |__ 2.15 | 
| 
9,000 ; 4.3 | Berio 
is 4.2 | 
__180,000 ___ 8,000 peeZ.05 
ee eda 
175,000 p 7,D00 teen ae 2. 4.0 : oe ees a 
1998 1999 1998 1999 1998 1999 | 1998 1999 
—_ — _ ~ =z = = — = $35 = = eS Se = + 
182,579 192,206 9,196 10,031 4.48 4.44 2.16 2.13 
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Gemy Breault, National Manager, Corporate Logistics, Toyota Ganada “Over the ast 
year, Toyota Canada set new records in every major area of the company. Achievements | 


ce 
+ 


like these are only possible with the support of logistical partners like CPR. It is essen- 


tial for both our companies to build on this partnership and strive to a common goal ¢ 


ies 


delivering damage-free vehicles on time and on a consistent basis. CPR and a. 
« ent we 


Canada will continue to cultivate and build on an already strong relationship to. 


improve the logistics process through efficiency and technology.” ele 


Tim Benesh, Manager, Customer Service and Logistics, Crestbrook Forest Industries - 
“CPR is CFI's preferred carrier for wood pulp shipments from our milan 
Skookumchuck, B.C. Over the last three years, CPR has earned this designation py 
providing CFI with a superior level of service that includes a consistent supplyeor 


100-ton boxcars and a daily railcar status report.” 


we're 


Nizam Kahin, National Manager, Transportation, Operations and Delivery, Sears “GPR 
has provided good customer service. Their employees are attuned and responsive to 
market conditions and the ever-changing economic environment. Sears’ logistics sector 
was mandated to improve cycle time, reduce inventory levels and provide consistent 
excellent service to our customers. CPR recognized our needs and by working with us, 


provided timely, cost-competitive solutions to make our mandate a reality.” 


we're 


TERMINAL CAPACITY EXPANSION 


(thousands of handlings) 


eas | 


GeRhasiune equipiment, technology, capacity and people to continue growing in. the 
UKAINSPOKLAtlOM SERVICE IMaGUSthY. By leveraging OU proven service levels to build stronger 
Si ALEGIG alliances WV CanHiels imatine U.Ss and MExieo, We are expanding our reach 
DEVORCTERKS OW thack metWonk tmto markets throughout North America. 


where we’re 


> reducing costs and improving efficiencies 
> tailoring transportation solutions 


> building partnerships and alliances 
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headed. 


CPR’s operating results have been on a steady upward 
trend since the company’s restructuring in 1996. Will 
cost reduction continue to play an important part in 
improving the company’s operating performance? 


Cost reduction is never over. It enables us to be more 
competitive and that, in turn, drives growth. 


Going forward, we will continue to make steady 
progress by optimizing train operations, getting higher 
asset utilization, reducing maintenance costs and 
overheads, and procuring goods and services more 
effectively. 


In 1995, the year we developed our current strategy 


for improvement, operating expenses were $3.1 billion. 


In 1999, they were $2.7 billion —- a reduction of nearly 
$400 million. At the same time, workload measured in 
freight gross ton-miles, was virtually the same — just 
over 192 billion. 


Furthermore, during the latter part of this period, 
soft bulk markets were offset by growth in modal- 
competitive markets that have very stringent service 
demands and are more costly to serve. 


The cost reduction since 1995 has come from greater 
efficiency and productivity in all areas of the business. 
CPR’s track network has been rationalized by close to 
30 per cent. The workforce is about 20 per cent leaner. 
The locomotive fleet is more reliable, reducing 
maintenance needs and costs. In response, maintenance 
facilities have been consolidated and downsized, and 
third-party input costs have been worked down. 


How will CPR ensure that safety and service are not 
compromised by cost reduction? 


All cost reduction measures are planned and executed 
in conjunction with safety and service goals. 


Safety and service will continue to be at the forefront 
of everything we do, including reducing expenses and 
the workforce. In fact, we have a successful track record 
of operating more safely and improving service across 
the rail system while bringing greater efficiency and 
productivity into the business. During our aggressive 
cost reduction period of the past five years, work 
injuries have fallen to 4.44 per 200,000 employee 
hours, from 8.34 - an improvement of almost 50 per 
cent. During the same period, train accidents have 
dropped to 2.13 per million miles of train operations, 
from 5.08 —- an improvement of about 60 per cent. 
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In 1996, when we adopted our current method of 
tracking customer satisfaction, the company’s overall 
average rating was 4.68, on a scale of seven. In 1999, 
CPR’s average customer satisfaction rating was 5.52. 


Performance targets for safety and service are set 
annually, and incentive-based bonuses for many 
employees — including senior executives — is based 
partly on achieving these objectives. 


Safety and service are at the core of good railway prac- 
tices and contribute directly to revenue growth, cost 
reduction, and job satisfaction. Businesses that excel in 
these areas produce the best results for investors, 
shareholders, and employees over the long term. 


CPR’s modal-competitive business has grown 
substantially. Does this mean that bulk commodities 
are becoming less important to CPR? 


No, it means that our business is more balanced and 
less vulnerable to world market conditions over which 
we have no control. 


Bulk commodities will always be a big slice of the 
business because CPR serves the major commodity- 
producing areas in western Canada. For example, the 
coal mines on our line in southeastern British Columbia 
are the most productive in Canada. They yield a high- 
quality metallurgical coal that is used for making steel. 
These mines will always be the preferred source for 
Canada’s metallurgical coal exports. 


Most of CPR’s bulk commodity freight is for export. The 
economies outside of North America are growing. CPR 

is well positioned from capacity and service standpoints 
to capitalize on an upturn in these markets at any time. 


CPR has invested $2.8 billion in new assets since 

1997. What is the company doing to maximize the 
productivity of those assets as a means of 

improving efficiency? 

One important measure introduced in 1999 was Genesis — 
a new way of successfully operating long, heavy trains 
while continuing to offer strong service levels. 
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Under Genesis, we are operating trains as long as 
10,000 feet in key corridors, minimizing the number 
of intermediate terminal stops en route, and reducing 
the dwell time for freight cars and locomotives in 
yards. The payoff is in reduced train starts and 
associated manpower, higher locomotive and freight 
car utilization, and lower fuel consumption. 


In the fourth quarter of 1999 - the first full quarter 
under Genesis — train weights were up 12 per cent, and 
locomotive utilization climbed 21 per cent. The unit 
cost per ton of freight fell by 7.5 per cent. 


This new way of operating trains would have been 
impossible without our asset renewal program. As the 
renewal program entered its final stage in 1999, CPR 
was in a position to take the next critical step: develop- 
ing better operating methods designed to optimize 
benefits from the new assets. These benefits include 
higher freight-hauling capacity, faster freight flow- 
through at yards and terminals, and quick access to 
highly accurate data for planning and executing 

train service. 


High-performance alternating current locomotives 
are a highly visible centrepiece of CPR’s asset renewal. 
Where are they generating improvement? 


By the end of 1999, the program to purchase 346 alter- 
nating current locomotives was substantially complete. 
These locomotives are continuing to have a strong 
positive influence on the business based on many 
performance indicators: average train speeds, horse- 
power utilization, maintenance costs, fuel consumption, 
and especially the over-the-road reliability that is key 
to CPR’s strong growth in the service-sensitive markets. 


CPR’s track network is almost 30 per cent smaller now 
than it was in 1995, just before Canadian regulators 
made the process of rationalizing track less burdensome. 
Is there room for further rationalization? 

Yes, we plan to rationalize another 1,500 miles of CPR’s 


track network over the next several years, allowing 


CPR to avoid capital and maintenance expenses outside 
its desired core and secondary network. 


But we also intend to have in place a high-density 
network of profitable core and secondary lines fed by 
shortline and regional railways. These railways are best 
suited to bring local shippers connectivity to our net- 
work, which in turn connects them to markets in other 
parts of the continent and overseas. 


Shippers are demanding solutions tailored to their 
individual needs. Is CPR positioned to respond to 
these demands? 


Tailored services have always been part of the CPR 
service mix. For example, when Magna International 
built a new vehicle frame manufacturing plant in 
southern Ontario, General Motors needed a way to 
receive uninterrupted supply in large quantities at 

its Oshawa truck facility. Working jointly with train 
service employees and their unions, we offered GM an 
innovative and fast-turnaround loop service to provide 
just-in-time delivery for the assembly line. 


More recently, we built a truck-to-rail transfer facility 
on our mainline in northern Ontario. This enabled 
Weyerhaeuser Canada to consolidate lumber shipments 
from its two mills in the region, mixing lumber products 
without incurring additional trucking costs. CPR’s 
access into the U.S. helps Weyerhaeuser meet lumber 
retailers’ demand for zero stock-outs, and consistent 
on-time service. 


Tailored transportation solutions will become more 
important as customers look for ways to be more 
competitive in an increasingly globalized marketplace. 


Our Service Excellence initiative is a key to increasing 
the railway’s capacity for tailored transportation 


solutions. Service Excellence is providing the tools and 
methods for capturing individual customer needs 

and imbedding them in a new and highly dependable 
suite of railway operating systems. 


It will deliver truly reliable end-to-end transportation 
services that make CPR a strong link in the chain 
between production and consumption, and will make 
this level of service available to all shippers regardless 
of volume. 


CPR’s vision is to be the preferred partner in rail-based 
transportation services. How are you making this 
vision real? 


Reliable service, safe product handling, capacity to 
handle goods, and people who understand the 
customer's marketplace are core qualities in strong 
transportation-based partnerships. 


These are the assets that our new Interline Business 
Management team is taking into the marketplace to 
expand partnerships with U.S. railroads. 


CPR was recognized by Toyota for these qualities in 
1999 when the railway was awarded the prestigious 
Toyota President's Logistics Award — for the second 
consecutive year. The awards, from a company noted 
for its commitment to quality, speak to the progress 
CPR has made in a marketplace that demands 
ever-improving service. 


Where are partnerships occurring and how are they 
generating improved results? 


We are building strong, mutually beneficial partner- 
ships with other rail carriers and other modes, and 


with customers and suppliers. 


Nowhere is there a better example of customer 
partnerships than our relationship with Sears Canada, 
a leading retailer of general merchandise and home- 


related services in Canada. 
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Sears wanted to further shrink storage and inventory 
costs, minimize damage to goods, and consolidate its 
distribution centres — all critical to success in the highly 
competitive retail sector. In response, we took Sears 
merchandise out of boxcars, which move through 
general freight yards, and put it in more retail-friendly 
intermodal containers for faster dock-to-dock service. 
Next, Sears built major distribution centres adjacent to 
CPR’s intermodal terminals in Toronto and Calgary. 


It was a tremendous success for both of us. In 1999, 
Sears presented CPR with its top Partners in 
Performance Award for non-merchandise suppliers. 


CPR’s warranty service agreements with the Diesel 
Division of General Motors and with General Electric 
Transportation Systems are examples of strong supplier 
partnerships. GM and GE now supervise maintenance 
of more than half the railway’s road fleet — in CPR’s 
own shops. The service agreements, which are associated 
with CPR’s purchase of GM and GE alternating current 
locomotives, carry stringent performance commitments. 
This, in turn, has improved fleet reliability, train 
performance, and customer satisfaction. 


CPR has said its major growth initiatives are in the 
Vancouver-Chicago corridor and the U.S. Northeast, 
and a new intermodal technology called Expressway. 
Are partnerships part of the growth strategy for 
these initiatives? 


~> CPR and the Port of Vancouver have been 

working together to increase their share of the market 
for transPacific container traffic between the port 
and Chicago. 


CPR has invested in track infrastructure to increase 
capacity and speed, in locomotives to improve service 
reliability, and in terminals to speed freight flow- 
through and interline connections. At the same time, 
the Port of Vancouver and its terminal operators have 
expanded their container handling capacity. 
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The investments have paid off. In 1999, two major 
shipping lines made the Port of Vancouver their North 
American gateway, and CPR their land carrier for 
container traffic into Chicago. We would like to build 
a relationship with the Port of Vancouver modelled on 
the one we have with the Port of Montreal where a 
shared vision of partnership has paid off in long-term 
intermodal growth. 


> In the U.S. Northeast, CPR gained direct access to 
shippers in the most industrially developed and 
populous areas, including New York City. CPR now is 
the only transcontinental railway directly serving the 
New York City market. This access has also produced 
new connections with 22 shortline railways in the 
region, expanding partnership opportunities on 
interline traffic. 


Through reciprocal hauling agreements and joint 
investments in track, CPR together with Norfolk 
Southern also opened up the only direct, unobstructed 
route for double-stack container service between 
eastern Canada and the U.S. Southeast. 


> Our Expressway service is a unique partnership with 
truckers. It employs fast roll on/roll off technology on 

a smooth-riding continuous platform train that is the 
first to handle standard, non-reinforced truck trailers. 
It yields high asset utilization, while offering truckers 
a way to avoid congested roads, solve driver shortage 
problems, and reduce fuel costs without compromising 
service. Truckers can reserve slots on the platform as 
easily as they make airline reservations, using e-mail, 
phone or fax. 


In ali these markets, our approach reflects our corporate 
vision of being the preferred business partner in rail- 
based transportation services. 


Every day, CPR moves products through hundreds of communities in Canada and the 
United States. The people in these communities and the land we travel across are part 
Of who we are. We take our responsibilities and commitments to them very seriously. 
We work hard at being good neighbours and we take care of our own back yard. 


COMMUNITY 


CPR employees galvanized the public’s attention on 
the issue of hunger and poverty with a nine-day, 
3,000-mile train odyssey in December 1999. The CPR 
Holiday Train, its length aglow with 5,000 festive 
white lights, followed the original construction route 
of the CPR from Montreal to Vancouver. 


Passing through hundreds of cities, towns and 
villages along the way, the train served as a call to 
Canadians to donate to their local food banks. 
Captivated by the magic of trains and the glitter of 
the lights, thousands came out to see the train at 
community events and as it rolled by. 


Customers and unions got in the spirit. The Holiday 
Train carried 24 double-stack containers from our 
intermodal shippers. Many customers and unions 
gave cash and heartfelt support. 


The initiative was co-ordinated with the Canadian 
Association of Food Banks (CAFB). CPR, through 

the Canadian Pacific Charitable Foundation, donated 
$100,000. Canadian Tire, a major partner, donated 
cash and the lights for the train, and sent a truck 
loaded with toys for underprivileged children 

to parallel the train’s route. 


CPR has a long-standing relationship with the CAFB. 
For the past four years, we have been moving donated 
food at no charge from Toronto food producers to 
food bank distribution centres across Canada. 


Distribution of the bulk quantities donated by food 
producers is critical in the battle against hunger. It 
helps the CAFB ensure that food bank members 
across Canada have a reliable and equitable share 
of donations. 


In 1999, we shipped about 800 tons of food for the 
CAFB in containers supplied free of charge by NYK 
Lines (Canada), a major customer. 


Through the Blankets for the Homeless program 
funded by the Canadian Pacific Charitable 
Foundation, CPR helps deliver more than 12,000 
blankets to 23-locations across Canada. The program, 
now in its fifth year, is co-ordinated with the 
Salvation Army and Arctic Blankets of Montreal. 
Street workers take them to the homeless, along 
with a message of hope. 


ENVIRONMENT 


CPR searches for vegetation management methods 


that pose the least amount of risk to the environment. 


The latest weapon in our arsenal is the “weedseeker.” 
Infrared sensors, suspended over the roadbed from 
the front of a truck, detect vegetation in the ballast 
and send a signal to computerized spray jets mount- 
ed at the rear of the vehicle. Carefully measured 
doses of herbicide target the offending growth. 


In some areas, the weedseeker has reduced blanket 
herbicide applications by up to 60 per cent. 


CPR’s good business practices include consultation 
with its neighbours. 


Plans to open a new fueling facility at Moose Jaw 
yard led to extensive community consultation. The 
outcome: CPR contributed two-thirds of the cost 

of building a vehicle underpass for the city. The 
underpass eliminated a railway-road crossing and 
improved traffic flows in southeast Moose Jaw. 
Along the way, we developed a strong working 
partnership with the City of Moose Jaw, the Province 
of Saskatchewan, and the Canadian government. 


In Lacombe, Alberta, CPR was involved in three years 
of public consultation and liaison to minimize the 
impact of a proposed eight-mile rail line. The line 
was needed to serve a new polyethylene plant. The 
process led to a joint Community Advisory Panel that 
now meets regularly to discuss issues of common 
concern and interest in the Lacombe area, north 

of Calgary. 
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management's discussion and analysis 


1999 PERFORMANCE COMPARED WITH 1998 


Summarized Consolidated Statement of Earnings 
(in millions) 


Revenues 

Operating expenses 

Unusual items, net — (expense) income 
Operating income 


_Interest expense, net 


Other expenses, net 

Income before income taxes 
Income tax expense 

Net income 


1999 1998 (unfav 


$ 3,496.4 $ 3,472.1 $ 24.3 
2,734.1 2,/51.4 Wee: 
(500.6) ites: (555-9) 
261.7 736.0 474.3 
136.6 118.5 (18.1 
26.2 18.4 (7.8) 

98.9 599.1 500.2 

32.0 236.7 204.7 

$ 66.9 $ 362.4 a 2955 


Certain prior year’s figures have been reclassified to conform with the presentation adopted for 1999. 


In 1999, the Company’s operating income totalled $262 
million, compared with $736 million in 1998. Excluding 
unusual items, operating income increased to a record 
$762 million, up $42 million or 6% over 1998. 
Excluding unusual items, operating income for 1998 
was up $53 million or 8% from 1997. These gains were 
achieved largely on the strength of revenue growth in 
service-sensitive commodities coupled with increased 
operating efficiencies driving reductions in expense. 
Excluding unusual items, the operating ratio improved 
to 78.2%, from 79.2% in 1998. 


Unusual items in 1999 of $501 million consisted of 
$423 million for labour-related liabilities due to ongo- 
ing expense reduction initiatives, which will result in 
the elimination of approximately 1,900 positions to be 
largely achieved by the end of 2000. Permanent posi- 
tions will be reduced in all parts of the organization 
including management, administration, maintenance 
shops, train operations, and track maintenance. The 
remaining $78 million is comprised of enhancements to 
the environmental remediation program of $50 million, 
and a one-time charge of $28 million mostly for Year 
2000 information system-related expenses. 


Excluding unusual items, revenues increased by 

$24 million compared with 1998, largely due to 
increases in intermodal (11%), automotive (17%) and 
forest products (11%) on the strength of continued 
positive economic factors and levels of customer 
service. These gains were partially offset by softness in 
bulk commodity revenues that continue to be adverse- 
ly affected by the abundance of world grain supply 
and market conditions for export coal. 


Operating expenses, excluding unusual items, 
decreased by $17 million over 1998 despite revenue 
growth that generated a 5% increase in workload and 
significant fuel price increases. The improvement was 
driven by the cost reduction measures taken earlier in 
the year and increased efficiencies under a new 
operating plan designed to run longer, heavier trains 
in key corridors. A large part of this improvement also 
reflected the early benefits of CPR’s three-year 
franchise renewal program which was completed in 
1999. Investments in locomotives, track infrastructure, 
terminals, and information technology have enabled 
more efficient operating methods, better asset 
utilization and improved service capabilities. 


Freight Revenues 1999 1998 1997 1996 1295 
(in millions) lia 

Grain $ 688 ee es $ 826 $725 $ 744 
Coal, sulphur and fertilizers 811 902 967 831 831 
Forest products 361 325 310 Bly) 342 
Industrial products 433 430 430 421 413 
Intermodal 752 679 616 608 604 
Automotive 279 238 228 | 210 225 
Subtotal 3,324 3)3}1|5) BE37/7/ 3,162 3,209 
KGGies - - 572 Zi 200 
Total freight revenues Ss 324 Whe By Sis $ 3,429 SC HCW AS) $ 3,409 


* Kansas City and Corn Lines (“KCCL”) were sold in 1997. 


Net income for the year was $67 million, down $295 
million primarily as a result of the unusual items taken 
in 1999, offset by a lower income tax expense. 


CHANGE IN ACCOUNTING 

The Company will adopt the new CICA accounting 
guidelines contained in Section 3461 Employee 
Future Benefits and Section 3465 Income Taxes on 
January 1, 2000. At December 31, 1999, the effect on 
the Company’s retained earnings had not been 
determined with certainty. 


THE EFFECTS OF CHANGING PRICE LEVELS 

Inflation has generally not had a substantial effect on 
CPR’s operating income during each of the past five 
years. However, competitive markets have restrained 
freight rate increases while input costs have continued 
to rise, putting pressure on profit margins. Except for a 
2% rise in 1996, average freight rates have declined 
over the past few years, necessitating substantial 
efforts to offset the effect through reduced costs. 


LIQUIDITY AND CAPITAL RESOURCES 

Operating Activities 

Cash flow was $862 million in 1999, up $101 million 
from 1998. The increase was mainly due to the 
Company's cost reduction efforts, utilization of tax 
losses and lower income tax expense. 
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Due to ongoing expense reduction initiatives and 
additional environmental studies during 1999, the 
Company recorded a.liability of $473 million to cover 
the cost of eliminating approximately 1,900 positions 
and enhancing the Company's environmental 
remediation program. 


Employee reductions related to pre-1999 initiatives 
have been substantially completed; however, ongoing 
employment security payments related to these 
reductions will continue into the future. 


During 1999, 900 full-time positions were eliminated. 


Cash payments related to severance under the 
downsizing initiatives and environmental remediation 
program amounted to $140 million in 1999, up from 
$117 million in 1998. The total accrued restructuring 
liability at December 31, 1999, is $842 million of which 
$176 million is included in current liabilities. 


Non-cash working capital, excluding restructuring 
costs, decreased by $42 million in 1999. The decrease 
was due mainly to a smaller amount of accounts 
receivable sold in 1999. 


Investing Activities 

The net capital program in 1999 totalled approximately 
$843 million, a decrease of $251 million from 1998. 
Expenditures under the capital program were mainly 
for track improvements, information systems and the 
acquisition of 37 alternating current (“AC”) locomo- 
tives. This was the final year of CPR's three-year 
renewal program to revitalize its franchise and reduce 
the age of its road locomotive fleet. 


During 1999, CPR implemented SAP R3 management 
information technology. SAP R3 is a comprehensive 
enterprise suite of computer applications which 
supports effective business processes through imple- 
mentation of best practices in the area of cost control 
and management. It is expected that SAP will improve 
management of track, car and locomotive maintenance 
and capital projects, purchasing and distribution of 
materials, workforce productivity, and warranty 
management, and will eliminate high-maintenance 
legacy systems. 


The Company’s capital budget for 2000 is $575 million, 
a significant decrease from the prior year reflecting a 
return to more normal spending levels. The focus 

of the Company’s 2000 investment plan will be on 
expansion of the railway network in areas supporting 
key business growth initiatives, continued track 
improvements and information systems. 


Balance Sheet 

The Company’s assets totalled $8,765 million at 
December 31, 1999, reflecting an increase of $401 million. 
The change was primarily attributable to an increase of 
$436 million in net properties due to investments in 
revitalization of the core network and the acquisition 
of new AC locomotives. 


FINANCIAL INSTRUMENTS 

Exposure to changes arising from fluctuations in 
exchange rates between the Canadian and U.S. dollars 
on future revenue streams and certain U.S. dollar 
expenditures has been managed by selling or purchasing 
forward U.S. dollars at fixed rates in future periods. 


At December 31, 1999, the Company had entered 

into foreign exchange contracts to sell approximately 
US$300 million at exchange rates ranging from 1.41 to 
1.43 over the years 2000 to 2002. 


The Company is party to a number of interest rate 
swap agreements which convert a portion of its fixed 
interest rate liability into a variable rate liability. At 
December 31, 1999, the Company had outstanding swap 
agreements for nominal amounts of US$100 million 
(equivalent to CDN$147 million) and CDN$41 million. 


FUTURE TRENDS, COMMITMENTS AND RISKS 

During 1999, the Company announced further cost 
reductions aimed at reducing the operating cost base 
by approximately $300 million by the end of 2001. 
These cost reductions are seen as vital to the achieve- 
ment of the Company’s financial performance targets 
in the current environment. Currently, the railway 
industry is facing softness in bulk commodity revenues, 
higher costs associated with transporting non-bulk 
commodities and price increases related to operating 
input costs, such as fuel. 


A critical element of these cost reduction initiatives is 
the introduction of a new operating plan designed 

to run longer, heavier trains in key corridors. The oper- 
ating efficiencies created by this plan are expected 

to be far-reaching and include more efficient 
operating methods, better asset utilization and 
improved service capabilities. 


The Company completed its three-year franchise 
renewal program during 1999. In 2000, the Company 
has planned capital expenditures of $575 million. 

At December 31, 1999, CPR had committed to future 
capital expenditures amounting to $59 million. With 
respect to existing operating lease commitments, mini- 
mum lease payments in 2000 will total $117 million. 
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The focus of the Company's capital expenditure plan in 
2000 will be on continued track replacement, expan- 
sion of commercial facilities, information systems, and 
equipment. The capital expenditures in 2000 are 
expected to be funded largely from operations and 
proceeds from asset sales, thereby reducing the need 
for significant external financing. During 1999, the 
Company took advantage of an opportunity for exter- 
nal financing of locomotive acquisitions. Management 
is committed to ensuring that any resulting increase in 
CPR's borrowing will be within a manageable range of 
debt coverage. 


In general, the Company's traffic volumes and revenues 
are largely dependent upon the health and growth of 
both the North American and global economies. The 
railway is especially sensitive to factors affecting 
Canada’s agricultural, mining, forest products, and 
automotive sectors. The volume of export and import 
traffic is subject to a range of external influences, 
including the growth of the economies of Canada, the 
U.S. and key importing/exporting countries, as well as 
exchange rates and other factors affecting the volume 
and patterns of international trade. In addition, agri- 
cultural traffic is heavily influenced by weather 
conditions in Canada, the U.S. and other producing 
countries. Most of these factors are beyond the influ- 
ence or control of the railway industry. 


The Company faces intense competition from other 
railways and from highway carriers. In 1999, the rail- 
way industry continued its trend of consolidation 
among major Class | railway operations. 


CPR also has a substantial investment in fixed plant and 
equipment, and therefore, the Company has limited 
flexibility to adjust output levels and expenditures in 
response to short-term declines in traffic. Inefficient 
asset utilization during periods of reduced demand, 
combined with intense competition, could have an 
adverse impact on future earnings levels. Such a 
situation could persist until the external economic 
environment prompts a recovery in traffic levels. 
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However, the Company actively manages its processes 
and resources to increase efficiency and mitigate 
negative impacts when faced with declines in traffic. 


In 2000, CPR will continue its focus on cost reduction 
and revenue growth as well as improved utilization 

of its asset base. Service improvements are expected 
to remain the primary driver of revenue growth. 
Near-term growth initiatives are aimed at further 
developing intermodal business in the Vancouver- 
Chicago corridor, along with the efficient movement 
of trailer traffic in the Montreal-Chicago corridor. 
Another potential growth area is the U.S. Northeast 
where CPR gained expanded access due to the Conrail 
asset split. While the Asian economy appears to be 
rebounding, CPR anticipates continued softness in coal 
revenues given the current conditions in the coal 
export market. Further gains in the non-bulk sectors 
are expected should North American economic growth 
remain reasonably strong. It is anticipated that these 
gains, combined with ongoing cost reduction initiatives, 
will continue to mitigate the impact of weakness in 
the bulk commodities. 


YEAR 2000 

During 1999, the Company continued its program 

to identify and remedy potential Year 2000 problems 
associated with its computerized operating and 
information systems, and to enhance its contingency 
plans in that regard. 


CPR’s Year 2000 program began in 1997 with an 
examination of all existing systems and devices to 
identify those that affect essential business processes 
and use date data. The program included activities 
such as: raising awareness of the Year 2000 Issue and 
communicating it to key stakeholders; conducting an 
inventory and risk assessment of computerized systems 
and business processes potentially affected; testing and 


remediation of both information systems (“IS”)-managed 
assets (computer hardware and software) and business- 
managed assets (facilities, embedded systems and 
third-party business partners); contingency planning for 
potential Year 2000-related disruptions; and 
implementing procedures to reduce the risk that new 
systems, equipment or programming changes might 
compromise the Company's Year 2000 readiness. 


CPR had a successful transition into 2000. The Company 
took advantage of its annual year-end shutdown of 
railway operations to verify the status of its computer- 
ized systems, and normal operations resumed 
according to schedule on January 2nd. 


The Company continues to closely monitor systems 
date processing and to prepare for its transition 
through other critical dates in 2000. Ongoing readiness 
activities will include, as required, additional testing, 
assessment of third-party readiness and contingency 
planning. Based on CPR’s efforts and experience to 
date, it is believed that CPR’s IS-managed assets and 
business-managed assets will continue to function 
normally throughout 2000 and beyond. 


As of December 31, 1999, CPR had spent a total of 
$47 million in addressing Year 2000 issues, all of which 
had been expensed. 


CPR considers the preceding Year 2000 discussion to be 
a Year 2000 Readiness Disclosure within the meaning 
of the Year 2000 Information and Readiness Disclosure 
Act (United States). 


SAFETY 

The Company’s Safety and Health Management 
Committee, established in 1995, provides ongoing focus, 
leadership, commitment, and support for all Company 
efforts to improve the safety of the operations and 
the safety and health of all employees. A bottom-up 
safety action planning process, called the Safety 
Framework, involves over 1,500 employees in the plan- 
ning and implementation of safety-related activities. 
This combined with a top-down planning process 

that encompasses all operational functions, ensures 
continuous and consistent focus on safety. 


The Company has made significant improvements 

in safety. At December 31, 1999, Federal Railroad 
Administration (“FRA”) personal injuries per 200,000 
employee hours was 4.44, a frequency decline of 
46% since 1995. FRA reportable train accidents per 
million train miles declined to 2.13, a decrease 

of 59% since 1995. 


LABOUR RELATIONS 

Labour relations remain an important business issue at 
CPR as approximately 77% of the Company’s 18,150 
employees are unionized. 


At December 31, 1999, the Company had national 
agreements in place with six of its seven Canadian 
labour organizations. Four of these agreements are in 
effect through to the end of 2000 and two to the end 
of 2002. Negotiations with the union representing 
rail traffic controllers, whose contract expired on 
December 31, 1999, began in September 1999 and 
are ongoing. 


During 1999, gainshare programs were in place for 
approximately 7,100 Canadian employees represented 
by five unions. Gainshare is a pay-for-performance sys- 
tem under which employees receive a share of the 
financial gains or savings they help generate. All major 
gainshare programs had a portion of their payout tied 
to a satisfaction index based on customer evaluation of 
CPR’s performance. 
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In the U.S., the Company is party to collective agree- 
ments with 31 bargaining units on its subsidiary. 
railways: 16 with the Soo Line Corporation (“Soo Line”), 
14 with the Delaware and Hudson Railway Company, 
Inc. (“D&H"”), and one with the St. Lawrence and 
Hudson Railway Company Limited (“StL&H”). 


On the Soo Line, all 16 agreements expired at the 

end of 1999. Of these, 14 bargaining units have served 
notice to begin negotiations and the remaining two 
can serve notice at any time. 


At December 31, 1999, the D&H had agreements in 
effect with eight of 14 bargaining units. Of these 
eight, three extend to the end of 2000 and five to the 
end of 2001. Among the six outstanding, five expired 
in 1999 and one in 1998. Currently, the Company is 

in mediation with the union representing locomotive 
engineers, whose agreement expired in 1998. 
Gainshare programs are in place for employees repre- 
sented by nine of the D&H unions. 


On the StL&H, an agreement with the union represent- 
ing Detroit customs clerks expired at the end of 1999. 


Approximately 20% of the Company’s total unionized 
workforce was without an active contract at the end 
of 1999. 


ENVIRONMENTAL PROTECTION 

The Company’s environmental protection policy commits 
the Company to meeting or exceeding government 
environmental requirements applicable to its opera- 
tions and activities. CPR complies with legislation and 
regulations relating to waste and wastewater 
management, contaminated sites, spill reporting and 
emergency response, environmental assessment, 
storage tanks, and other environmental matters. 


CPR has had a comprehensive environmental manage- 
ment program in place since the early 1990s which 
includes re-evaluating the Company’s environmental 
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liability needs each year. In 1999, CPR recorded 
additional remediation costs of $50 million, before tax. 
Management expects the entire environmental provi- 
sion will cover the program until 2009. 


The Company incurred cash expenditures of approxi- 
mately $32 million in 1999 relating to environmental 
management. Of this amount, $12 million was directly 
expensed in 1999, $6 million was related to capital 
program upgrades and $14 million was spent under 
the remediation program referred to above. 


REGULATION AND OTHER ISSUES 
Kroeger Report 


On October 5, 1999, the federal Minister of Transport 
released the Kroeger Report on the Canadian grain 
transportation system. The report recommends that: - 


> the freight rate cap be replaced with a revenue cap; 


> the role of the Canadian Wheat Board in the grain 
transportation system be reduced; and 


~ further study be conducted with respect to the 
establishment of regulated measures to increase 
competition among railways. 


Regarding the first of these recommendations, the 
report proposed that the initial revenue cap be set 
12% below the 1998 level. CPR had earlier proposed 
a revenue cap designed to ensure rate protection for 
farmers and guaranteed new productivity-driven cost 
reductions to offset concern about competition. This 
guarantee would have removed any need to reduce 
rail rates. 


The Canadian government has invited stakeholders to 
respond to the report. CPR has indicated that it cannot 
support this report because it does not firmly address 
the fundamental recommendation of Justice Willard 
Estey’s year-long inquiry into the Canadian grain- 
handling and transportation system — namely, to establish 
a truly commercial contract-based logistics system for 
grain. At this time, it is uncertain as to what extent, if 
any, the Kroeger recommendations will be implemented 
by the government. 


Construction of a Railway Line near Prentiss, Alberta 
The Company has begun construction of a railway line 
near Prentiss, Alberta, to serve a polyethylene plant 
currently being built by Union Carbide Corporation. 
Construction of the line follows approval by Transport 
Canada and the Canadian Transportation Agency, and 
confirmation of that approval by the Federal Court of 
Appeal and Governor-in-Council (“GIC”). To complete 
construction of the line, CPR required and received 
approval from the GIC to expropriate 0.4 acres of land. 
The landowner has appealed the GIC decision to the 
federal court. The appeal process is expected to be 
completed in early 2000 with the line scheduled to be 
opened by August 2000. 


FORWARD-LOOKING INFORMATION 

This Annual Report contains certain forward-looking 
statements within the meaning of the Private Securities 
Litigation Reform Act of 1995 (United States), relating 
but not limited to CPR’s operations, anticipated finan- 
cial performance, business prospects, and strategies. 
Forward-looking information typically contains 
statements with words such as “anticipate,” “believe,” 
“expect,” “plan” or similar words suggesting future 
outcomes. Much of this information appears in the 
Management's Discussion and Analysis section. 


Readers are cautioned not to place undue reliance on 
forward-looking information because it is possible that 
predictions, forecasts, projections and other forms of 
forward-looking information will not be achieved by 
CPR. By its nature, CPR’s forward-looking information 
involves numerous assumptions, inherent risks and 
uncertainties, including but not limited to the follow- 
ing factors: changes in business strategies; general 
global economic and business conditions; the availability 
and price of energy commodities; the effects of compe- 
tition and pricing pressures; industry overcapacity; shifts 
in market demands; changes in laws and regulations, 
including environmental and regulatory laws; potential 
increases in maintenance and operating costs; uncer- 
tainties of litigation; labour disputes; timing of 
completion of capital or maintenance projects; curren- 
cy and interest rate fluctuations; various events which 
could disrupt operations, including severe weather 
conditions; technological changes; and Year 2000 
remediation efforts. 


CPR undertakes no obligation to update publicly or 
otherwise revise any forward-looking information, 
whether as a result of new information, future events 
or otherwise, or the foregoing list of factors affecting 
such information. 
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management's responsibility for financial reporting 


The information in this Annual Report is the responsibility of management. The consolidated financial 
statements have been prepared by management in accordance with Canadian generally accepted 
accounting principles and include some amounts based on management's best estimates and careful 
judgment. 


Management maintains a system of internal accounting controls to provide reasonable assurance that 
assets are safeguarded and that transactions are authorized, recorded and reported properly. The internal 
audit department reviews these accounting controls on an ongoing basis and reports its findings and 
recommendations to management and the Audit Committee of the Board of Directors. 


The Board of Directors carries out its responsibility for the consolidated financial statements 
principally through its Audit Committee, consisting of five members, all-of whom are outside directors. 
This Committee reviews the consolidated financial statements with management and the independent 
auditors prior to submission to the Board for approval. It also reviews the recommendations of both 
the independent and internal auditors for improvements to internal controls, as well as the actions of 
management to implement such recommendations. 


George C. Halatsis 5 Robert J. Ritchie 
Executive Vice-President and President and 
Chief Financial Officer Chief Executive Officer 


February 7, 2000 
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auditors’ report 


To the Shareholder of Canadian Pacific Railway Company 

We have audited the consolidated balance sheets of Canadian Pacific Railway Company as at 
December 31, 1999 and 1998, and the consolidated statements of income, retained income and cash 
flows for each of the two years in the period ended December 31, 1999. These consolidated financial 
statements are the responsibility of the Company’s management. Our responsibility is to express an 
opinion on these financial statements based on our audits. 


We conducted our audits in accordance with generally accepted auditing standards in Canada. Those 
standards require that we plan and perform an audit to obtain reasonable assurance whether the financial 
statements are free of material misstatement. An audit includes examining, on a test basis, evidence 
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the 
accounting principles used and significant estimates made by management, as well as evaluating 

the overall financial statement presentation. 


In our opinion, these financial statements present fairly, in all material respects, the financial position of 
Canadian Pacific Railway Company as at December 31, 1999 and 1998, and the results of its operations 
and its cash flows for each of the two years in the period ended December 31, 1999, in accordance 

with generally accepted accounting principles in Canada. 


ee cur 


Chartered Accountants 
Calgary, Alberta 


February 7, 2000 
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statement of consolidated income 


Year Ended December 31 (in millions) 1999 1998 
Revenues 
Freight $ 3,323.6 $° Sts 2 
Other 172.8 201.3 
3,496.4 3 Slloss 
Operating expenses 
Compensation and benefits UpUvs2 1,150.8 
Fuel 279.2 281.6 
Materials 199.4 234.6 
Equipment rents 269.7 258.3 
Depreciation and amortization 29225 279.0 
Purchased services and other (NOTE 2) 1,020.7 576.2 
3y2340/, 2,780.5 
Operating income 261.7 736.0 
Other charges (NOTE 4) 26.2 18.4 
Interest expense (NOTE 5) 136.6 118.5 
Income tax expense (NOTE 6) 32.0 236.7 
Net income $ 66.9 $.. 3622 


a 


SEE NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
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consolidated balance sheet 


December 31 (in millions) 1999 1998 
ASSETS 
Current assets 
Cash and short-term investments $ 54.7 $ 49.5 
Accounts receivable (NOTE 7) 503.8 458.7 
Materials and supplies 176.1 194.6 
Deferred income taxes 58.8 50.4 
793.4 7532. 
Investments (NOTE 9) 139.3 180.5 
Net properties (NOTE 10) 7,471.6 7,035.4 
Other assets and deferred charges (NOTE 11) 360.3 395.0 
Total assets $ 8,764.6 $ 8,364.1 
LIABILITIES AND SHAREHOLDER’S EQUITY 
Current liabilities 
Bank overdraft $ 14.7 $ - 
Accounts payable and accrued liabilities 1,134.8 1,389.2 
Income and other taxes payable 111.0 102.8 
Long-term debt maturing within one year (NOTE 12) 0.9 20.2 
1,261.4 1 See 
Deferred liabilities (NOTE 14) 827.6 55/8) 
Long-term debt (NOTE 12) 1,646.0 1,489.2 
Advances from affiliates (NOTE 18) 529.3 7d oy 
Deferred income taxes 904.0 881.1 
Deferred income credits (NOTE 15) 458.3 474.7 
Shareholder’s equity (NOTE 16) 
Ordinary Shares 1,812.5 PSAs, 
Contributed surplus 297.9 283.7 
Foreign currency translation adjustments 67.8 95.3 
Retained income 959.8 1,042.9 
3,138.0 3,234.4 
Total liabilities and shareholder's equity $ 8,764.6 $ 8,364.1 


SEE NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


Approved on behalf of the Board: 


COD Pon 


D.P. O’Brien, Director 


eon. [Cer Sc ee 


J.D. McNeil, Director 
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statement of consolidated cash flows 


Year Ended December 31 (in millions) 1999 1998 
Operating activities ; 
Net income $ 66.9 $ ° “ap24 
Add (deduct) items not affecting cash flow 
Depreciation and amortization 292.5 279.0 
Deferred income taxes 16.0 1S5e7 
Restructuring costs (NOTE 2) 472.2 - 
Amortization of deferred charges 23.3 259 
Gain on disposal of transportation properties - (44.4) 
Other (9.4) (175) 
Cash flow 861.5 761.1 
Restructuring payments (140.3) (116.5) 
Other operating activities, net (6.4) (16.6) 
Change in non-cash working capital balances 
related to operations (NOTE 8) (41.9) 51.9 
Cash provided by operating activities 672.9 679.9 
Investing activities 
Capital program (843.0) (1,094.3) 
(Decrease) increase in payables resulting from 
additions to properties (266.8) alee 
Other investments 26.3 (35.1) 
Net proceeds from disposal of transportation properties 7.9 65.4 
Cash used in investing activities (1,075.6) (992.3) 
Financing activities 
Dividends paid (150.0) - 
Issuance of long-term debt 235.0 0.3 
Repayment of long-term debt (20.1) (25:7) 
Equity contribution from affiliate (NOTE 16) 14.2 1535 
Advances from (to) affiliates 314.1 (90.0) 
Cash provided by (used in) financing activities 393.2 (100.1) 
Cash position 
Decrease in net cash (9.5) (412.5) 
Net cash at beginning of year 49.5 462.0 
Net cash at end of year $ 40.0 $ 49.5 
Net cash is defined as: 
Cash and short-term investments $ 54.7 $ 49.5 
Bank overdraft (14.7) - 


SEE NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
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$ 40.0 


statement of consolidated retained income 


Year Ended December 31 (in millions) 1999 1998 
Balance, January 1 $ 1,042.9 $ 680.5 
Net income for the year 66.9 362.4 
Dividends paid 

Ordinary Shares (150.0) _ 
Balance, December 31 $ 959.8 $ 1,042.9 


SEE NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
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notes to consolidated financial statements 


NOTE 1 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 


Principles of consolidation = 

These consolidated financial statements include adjustments to better reflect an accounting basis that is 
more comparable with that employed by other Class | railways in North America. The unconsolidated 
books and records of the railway entities within the consolidated group continue to be reported accord- 
ing to generally accepted accounting practices for railways as prescribed in the regulations of the 
Canadian Transportation Agency in Canada and the Surface Transportation Board in the United States. 


Principal subsidiaries 

The following list sets out Canadian Pacific Railway Company’s principal subsidiaries, including the juris- 
diction of incorporation and the percentage of voting securities owned directly or indirectly by 
Canadian Pacific Railway Company (“the Company”) as of the date hereof. 


Incorporated Percentage of voting securities 
Principal subsidiary under the laws of held directly or indirectly by the Company 
Soo Line Corporation (“Soo Line”) Minnesota 100% 
Delaware and Hudson Railway 
Company, Inc. (“D&H”) Delaware 7 100% 
St. Lawrence and Hudson Railway 
Company Limited (“StL&H”) Canada 100% 


Revenue recognition 
Railway freight revenues are recognized based on the percentage of completed service method. 


Foreign currency translation 

Foreign currency assets and liabilities of the Company’s operations, other than through foreign sub- 
sidiaries, are translated into Canadian dollars at the year-end exchange rate for monetary items and at 
the historical exchange rates for non-monetary items. Foreign currency revenues and expenses are 
translated at the exchange rate in effect on the dates of the related transactions. With the exception of 
unrealized gains and losses on long-term monetary assets and liabilities, which are being amortized to 
income over the remaining lives of the related items, foreign currency gains and losses are included 
immediately in income. 


The accounts of the Company’s foreign subsidiaries are translated into Canadian dollars using the year- 
end exchange rate for assets and liabilities and the average exchange rates in effect for the year for 
revenues and expenses. Exchange gains or losses arising from translation of foreign subsidiaries’ 
accounts are included under Shareholder’s equity as foreign currency translation adjustments. Also 
included as a foreign currency translation adjustment is the exchange credit arising from translation of 
the Company's Perpetual 4% Consolidated Debenture Stock. 


Pensions and other post-retirement benefits 

Pension costs are actuarially determined on the basis of management's best estimates using the project- 
ed benefit method prorated over the service lives of employees. Pension expense includes the cost of 
pension benefits earned by employees during the current year and the amortization of adjustments 
arising from pension plan amendments, experience gains and losses and changes in assumptions. The 
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amortization period covers the expected average remaining service lives of employees covered by 

the plan. The difference between the market-related value of the pension fund assets and the actuarial 
present value of accrued pension benefits at the date the present accounting policy was adopted is also 
being amortized over the expected average remaining service lives of plan employees. 


For post-retirement health care and life insurance benefits, costs are based on the annual insurance 
premium paid to provide these benefits. 


The Company will adopt the new CICA Section 3461 Employee Future Benefits on January 1, 2000. 
At December 31, 1999, the impact of CICA Section 3461 on the Company's consolidated financial state- 
ments was not determinable. 


Materials and supplies 
Inventories of materials and supplies are valued at the lower of average cost and replacement value. 


Properties 

Fixed asset additions and major renewals are recorded at cost. Computer system development costs on 
major new systems are capitalized. When depreciable property is retired or otherwise disposed of in the 
normal course of business, the book value, less salvage, is charged to accumulated depreciation. 


Depreciation is calculated on the straight-line basis at rates based upon the estimated service life taking 
into consideration the projected annual usage of depreciable property, except for rail and other track 
material in the United States, which is based directly on usage. 


Equipment under capital lease is included in properties and depreciated over the period of expected 
use. Estimated service life used for principal categories of properties is as follows: 


Assets Years 
Diesel locomotives 28 to 32 
Freight cars 23 to 43 
Ties 35 to 45 
Rails 

in first position 21 to 30 

in other than first position 54 
Computer system development costs 5 to 10 


Financial instruments 

Derivative financial instruments may be used by the Company from time to time to manage its exposure 
to market risks relating to foreign currency exchange rates, interest rates and fuel prices. Unrealized 
gains and losses on derivative instruments, except those used as hedges, are recognized in income in 
the current period. Unrealized gains and losses on, derivative instruments used as hedges are recognized 
in income in the period that the hedged exposure is recognized in income, which is the same period the 
instrument is settled. The gain or loss is netted against the income or expense item which was hedged. 
Gains or losses realized on the termination of derivative instruments prior to their maturity are deferred 
and recognized in the period that the item which was hedged by the terminated instrument is recog- 
nized in income. 
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Restructuring charges 

Restructuring charges are recorded inthe year detailed exit or restructuring plans are approved. 
Environmental remediation accruals cover 10 years of a site-specific hydrocarbon remediation program. 
Provisions for labour restructuring and environmental remediation costs are recorded in accrued 
liabilities and in deferred liabilities. Certain components of the restructuring liability are recorded at 
their present value; the related discount is being amortized over the payment period. 


Income taxes 

The Company follows the deferral method of accounting for income taxes. Deferred income taxes — 
result from timing differences in the recognition of revenue and expenses for tax and financial 
statement purposes. Income taxes are recorded using tax rates and regulations applicable in the year 
the provision is recorded and are not adjusted in future years for changes in tax rates and regulations. 
The Company will adopt the new CICA Section 3465 Income Taxes on January 1, 2000. At December 31, 
1999, the impact of CICA Section 3465 on the Company's consolidated financial statements was 

not determinable. 


NOTE 2 UNUSUAL ITEMS 
During the second quarter of 1999, the Company recorded unusual items of $500.6 million against its 
operating income ($301.5 million after tax). These charges were comprised of labour-related restructuring 
charges of $422.2 million, enhancements to the environmental remediation program of $50.0 million, 
and a one-time charge of $28.4 million mostly relating to Year 2000 remediation work. 


NOTE 3 SEGMENTED INFORMATION ‘ Ss 


Operating segment 
The Company operates in only one operating segment: rail transportation. The financial information 
presented at this level is used by management for decision making. 


No customer accounts for more than 10% of the Company’s revenue. 


at 


Geographic information 


(in millions) Canada United States Total 
1999 

Revenues $ 2,538.7 $ 957.7 $ 3,496.4 
Net properties 5,/78.6 1,693.0 7,471.6 
1998 

Revenues Sy G26. $ 944.5 $s 516.5 
Net properties 5,319.3 1,/16.1 7,035.4 
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Consolidating information 


(in millions) United Other Consolidating 

Canada States countries entries Total 
1999 
Revenues So Oe $957.7 0S - § 3.8 $3,496.4 
Operating expenses 2,450.0 950.0 ~ (165.3) S284 
Operating income 84.9 Tay, - 169.1 261.7 
Interest and other charges 74s 18.6 (30.3) — 162.8 
Income taxes (46.4) (0.4) DIS 76.3 32.0 
Net income (loss) ti G32) oe OLS) = fe 2s) fo 8 $ 66.9 
Current assets SeeOli Se 257.8" °$ OLS meh (82) Ours. 379354 
Net properties 4,739.9 1,693.0 - 1,038.7 7,471.6 
Other long-term assets 449.3 5005 - (0.2) 499.6 
Total assets . $5,006'97 7$:2.001.3) 4$ OS e00955:6- -$8.764.6 
Current liabilities SALOZ5 Bee thoes 214 2s See e( S920) oid ZO 
Long-term liabilities 3,482.9 S/S 323 AVES 4,365.2 
Shareholder’s equity 1,298.2 1,302.4 (34.7) SUE 3,138.0 
Total liabilities and shareholder's equity $5,806.9 $ ZOOS = $ OSS 955156") $8764.65 
1998 
Revenues $2573.22 1$ 9445. $ = ees (i235 10:5 
Operating expenses 2,106.8 835.9 - (162.2) 278055 
Operating income 466.4 108.6 = 161.0 736.0 
Interest and other charges 178.0 55.9 (96.8) (0.2) 136.9 
Income taxes tei 29.7 2.9 72.9 236.7 


Net income ieee 0a 99.9" $)) BS 5 $362.4 
a. ee 908 > 362.4 


~ Current assets SOU s§. 24ar1 ($ Tee ee 12) he 58D 
Net properties 4,448.2 (CARS - sil | 7,035.4 
Other long-term assets 530.2 BVae - - Ba-5 
Total assets $5,546.5 $1,9965 ¢ 1.2 $ 8199 $8 364.1 
Current liabilities $ 1,009.1 Nh. SSM [pes Coke Leow PSTNSS. 9) $7542.09 
Long-term liabilities 2,860.7 354.4 6.0 396.4 Soy /as 
Shareholder’s equity 1,676.7 1,090.9 (12.6) 479.4 3723404 
Total liabilities and shareholder's equity $5,5465 $1,996.5 §$ 12S 819.9 *$ 8 364:1 


The condensed income statement and balance sheet for the Canadian operations have been prepared 

in accordance with the Uniform Classification of Accounts issued by the Canadian Transportation Agency 
in Canada. The changes required to consolidate the Canadian operations are identified above as 
consolidating entries with the exception of amounts adjusting current assets and liabilities which are 
eliminations of inter-company balances between countries. 
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NOTE 4 OTHER CHARGES 


(in millions) 1999 1998 
Amortization of discount on restructuring accruals $ 18.9 Zale 

Change in discount on restructuring accruals (7.1) - 
Amortization of foreign exchange losses on long-term debt 4.4 4.8 
Other exchange gains - Gibihen)) 
Real estate income (5.7) (en) 
Charges on sale of accounts receivable 6.5 53 

Other 9.2 6.0 


NOTE 5 INTEREST EXPENSE 


(in millions) 1999 1998 
Interest on long-term debt and debenture stock f $ 151.9 USS) 
Interest income (G53) (18.8) 

$ 136.6 118.5 


nn a EE 


Interest paid to affiliates during 1999 was $24.6 million (1998 — $24.4 million). During 1998, interest 


received from affiliates was $6.4 million. 


NOTE 6 INCOME TAX EXPENSE 
The following is a summary of the Company's income tax expense: 


(in millions) 1999 1998 

Canada 
Current $ 15.6 WE 
Deferred 14.3 126.9 
29.9 204.0 

Foreign 
Current 0.4 3.9 
Deferred ey) 28.8 
2a B2e 

Total 

Current 16.0 81.0 
Deferred 16.0 LSS 
$ 32.0 236.7 
ee SE 
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NOTE 


NOTE 


Deferred income tax expense results from timing differences in the recognition of revenue and expenses 
for tax and financial statement purposes. The source and income tax effect of these timing differences 
are shown below: 


(in millions) 1999 1998 
Excess of tax over book depreciation $ 188.2 $ 143.4 
Losses tax-affected (19.1) (8.1) 
Tax losses utilized 7.4 4.6 
Write-down of assets and restructuring costs (200.3) 7.0 
Reduction in restructuring accruals 57.8 44.9 
Other (18.0) (36.1) 


Si 16.0 $ 15S.7/ 
SS SS i i i ee er ee ee 


The Company's consolidated effective income tax rate differs from the expected statutory tax rate. 
Expected income tax expense at statutory rates is reconciled to income tax expense as follows: 


(in millions) 1999 1998 
Expected income tax expense at Canadian Statutory tax rates $ 43.3 $ 269.8 
Increase (decrease) in taxes resulting from: 
Large corporations tax 9.4 om 
Gains not subject to tax (10.1) (7.0) 
Foreign tax rate differentials (10.0) (5.70) 
Other (0.6) O85 
Income tax expense $ 32.0 $2236.27 


7 SALE OF ACCOUNTS RECEIVABLE 

The Company has a securitization agreement involving the sale of accounts receivable which at 
December 31, 1999, amounted to $132.0 million (1998 - $165.0 million). Cash proceeds on the sale of 
these receivables were $120.0 million (1998 — $150.0 million) with $12.0 million (1998 — $15.0 million) 
having been held back as a reserve to be released to the Company upon termination of the agreement. 


8 CHANGE IN NON-CASH WORKING CAPITAL BALANCES RELATED TO OPERATIONS 


(in millions) 1999 1998 
Source (use) of cash: 

Accounts receivable $ (45.1) $ 51.6 

Materials and supplies 18.5 (21.6) 

Accounts payable and accrued liabilities (254.4) 9.0 

Income and other taxes payable 8.2 9.8 
Change in non-cash working capital — 3 (272.8) 48.8 
Exclude amounts reported outside of working capital on the 

statement of consolidated cash flows: 

(Increase) decrease in current portion of restructuring provisions (35.9) 74.8 

Decrease (increase) in payables resulting from additions 

to properties 266.8 (71a) 


Change in non-cash working capital balances related to operations $ (41.9) $ 51.9 
a OOS DD 
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NOTE 


9 INVESTMENTS 


(in millions) “s 1999 1998 
Rail investments accounted for on an equity basis $ 91k2 oS 101.4 
Other investments accounted for on a cost basis 48.1 79.1 


NOTE 10 NET PROPERTIES 
Accumulated 
(in millions) Cost depreciation Net book value 
1999 
Track and roadway $ 6,746.8 See 79 ~ $ 4,574.9 
Buildings 424.1 155.8 268.3 
Rolling stock 2,822.1 1,091.3 1,730.8 
Other peaks 417.7 897.6 
$ 11,308.3— $ 3,836.7 $ 7,471.6 
$$$ eee SSO ee 
1998 
Track and roadway $ 6,447.8 $ 2,157.6 $ 4,290.2 
Buildings ADT. 167.4 259.8 
Rolling stock Zod ah 1,056.3 1,700.8 
Other 2329 429.3 784.6 
$ 10,846.0 $ 3,810.6 $ 70351 
At December 31, 1999, net properties included assets held under capital lease of $201.9 million at cost 
(1998 — $219.6 million), and related accumulated depreciation of $28.6 million (1998 — $38.6 million). 
NOTE 11 OTHER ASSETS AND DEFERRED CHARGES 
(in millions) 1999 1998 
Prepaid pension costs $25 713974 So peaies 
Unamortized exchange loss 120.0 164.0 
Other 100.9 119.5 
Sh360s $ 395.0 
SOUS ee 
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NOTE 12 LONG-TERM DEBT 


(in millions) 1999 1998 
6.875% Debentures due 2003 $ 367.5 $ 387.5 
9.450% Debentures due 2021 367.5 387.5 
8.850% Debentures due 2022 367.5 387.5 
6.910% Secured Equipment Notes due 2005 — 2024 235.0 _ 
Obligations under capital leases due 2000 — 2014 (6.85% — 7.63%) 247.1 280.0 
Other 1.6 es 

1,586.2 1,444.8 
Perpetual 4% Consolidated Debenture Stock 60.7 64.6 

1,646.9 1,509.4 
Less: Long-term debt maturing within one year 0.9 ZOe2. 


$ 1,646.0 $ 1,489.2 
an a 1090.0 189.2 


At December 31, 1999, long-term debt denominated in U.S. dollars was $1,398.3 million (1998 — $1,493.9 
million). 


The Company’s Debentures are unsecured but Carry a negative pledge. The 8.850% debentures are 
callable starting in 2002 at a premium which declines over time. 


The Secured Equipment Notes are full recourse obligations of the Company secured by a first charge on 
specific units of railway rolling stock. The Company will make semi-annual payments of interest in the 
amount of $8.1 million on April 1 and October 1 of each year to and including October 1, 2004, with the 
first payment due on April 1, 2000. Thereafter, the Company will pay on April 1 and October 1 in each 
year commencing April 1, 2005, to and including October 1, 2024, equal blended semi-annual payments 
of principal and interest of $10.9 million. 


The Consolidated Debenture Stock, created by an Act of Parliament of 1889, constitutes a first charge 
upon and over the whole of the undertaking, railways, works, rolling stock, plant, property and effects 
of the Company, with certain exceptions. Despite its perpetual nature, the relatively small remaining 
amount of Consolidated Debenture Stock has been included with long-term debt to simplify the balance 
sheet presentation. 


Annual maturities and sinking fund requirements, excluding those pertaining to Capital leases, for each 
of the five years following 1999 are: 2000 — $0.2 million; 2001 — $0.2 million; 2002 — $0.2 million; 2003 - 
$367.7 million; 2004 — $0.2 million. 
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At December 31, 1999, capital lease obligations included in long-term debt above were as follows: 


(in millions) Year Capital leases 


Minimum lease payments in: 


2000 $ 18.3 

2001 18.3 

2002 18.3 

2003 18.3 

2004 18.3 

Thereafter 405.7 

Total minimum lease payments ; 497.2 
Less: Imputed interest (250.1) 
Present value of minimum lease payments 247.1 
Less: Current portion (0.7) 


Long-term portion of capital lease obligations ; $ - 2464 
ee a eT 


NOTE 13 FINANCIAL INSTRUMENTS 


Forward foreign currency exchange contracts 

Exposure to changes arising from fluctuations in exchange rates between Canadian and U.S. dollars on 
future revenue streams and certain U.S. dollar expenditures has been managed by selling or purchasing 
forward U.S. dollars at fixed rates in future periods. At December 31, 1999, the Company had entered 
into foreign exchange contracts to sell approximately US$300.0 million at exchange rates ranging from 
1.41 to 1.43 over the years 2000 to 2002. At December 31, 1999, the unrealized loss on forward foreign 
currency exchange contracts was CDN$3.2 million. 


At December 31, 1999, the above included contracts to sell approximately US$155.0 million to a 
related party over the years 2000 to 2002 at rates ranging from 1.42 to 1.43, with an unrealized loss of 
CDN$0.4 million. 


4 


Interest rate swaps 

The Company is party to a number of interest rate swap agreements which convert a portion of its fixed 
interest rate liability into a variable rate liability. At December 31, 1999, the Company had outstanding 
swap agreements for nominal amounts of US$100.0 million (equivalent to CDN$147.0 million) and 
CDN$40.8 million. 


The following table discloses the terms of the swap agreements in place at December 31, 1999: 


Expiration 
June 2002 November 2003 
Notional amount of principal (in millions) US$100.0 CDN$40.8 
Fixed receiving rate 7.7% TOSS 
Variable paying rate 6.1%(1) 7.2%?) 


(1) Based on US LIBOR. 
(2) Based on Bankers’ Acceptances. 
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Credit risk management 


The Company is exposed to credit losses in the event of non-performance by counterparties to financial 
instruments, however, the Company does not anticipate such non-performance as dealings have been 


with counterparties of high credit quality. In addition, the Com 


centrations of credit risk. 


Interest rate exposure and fair values 


pany believes there are no significant con- 


The Company’s exposure to interest rate risk along with the total carrying amounts and fair values of its 
financial instruments is summarized in the following table: 


Fixed Interest Rate Maturing in 


At Floating Total 
Interest Less than One to More than Carrying 

(in millions) Rates One Year Five Years Five Years Value Fair Value 
Financial assets 
Cash and short-term investments $54.7 $ = aS Seah ee pee Ab) arg a SAs 7 
Financial liabilities 
Bank overdraft Wey - - ~ 14.7 14.7 
Advances from affiliates 529.3 - - _ 529.3 529.3 
Debentures - — 367.5 VSRO OZ 1,136.4 
Secured Equipment Notes - - - 23540 285.02 224.2 
4% Consolidated Debenture Stock ~ - ~ 60.7 60.7 BS) 72 
Obligations under capital leases - 18.5 61.1 16725 247.1 238.0 
Other ~ OF? 0.8 0.6 1.6 1.6 
Interest rate swaps 187.8 - (187.8) - = lez. 
Forward foreign currency contracts - - - - - (3.2) 


The Company has determined the estimated fair value of its financi 
valuation methodologies. However, considerable jud 


al instruments based on appropriate 
gment is necessary to develop these estimates. 


Accordingly, the estimates presented herein are not necessarily indicative of what the Company could 


realize in a current market exchange. The use of different assum 


material effect on the estimated fair value amounts. 


The following methods and assumptions were used to estimate the fair valu 


instrument: 


ptions or methodologies may have a 


e of each class of financial 


> Short-term financial assets and liabilities are valued at their carrying amounts as presented in the bal- 


ance sheet, which are reasonable estimates of fair value due to 


of these instruments. 


the relatively short period to maturity 


~ Advances from affiliates are valued at their carrying amounts as presented in the balance sheet, which 


are reasonable estimates of fair value due to the floating rate interest charges. 
\ 


> The fair value of publicly traded long-term debt is determined 


based upon market prices at December 


31, 1999. The fair value of other long-term debt is estimated based on rates currently available to the 


Company for long-term borrowing with similar terms and c 


the balance sheet date. 


onditions to those borrowings in place at 
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NOTE 


NOTE 


NOTE 


> The fair value of derivative instruments is estimated as the unrealized gain or loss calculated based on 
market prices or rates at December31, 1999, which generally reflect the estimated amounts that the 
Company would receive or pay to terminate the contracts at the balance sheet date. 


14 DEFERRED LIABILITIES 


(in millions) Se 1998 
Provision for restructuring and environmental remediation $ 841.8 $ Sy ei 
Deferred workers’ compensation 138.1 SIN 
Accrued employee benefits 65.5 alias 
Other 38.9 40.6 

1,084.3 779.8 
Less: Amount payable within one year 256.7 222.5 


$. -«8$27'6 $.. 55728 
$e 8 


15 DEFERRED INCOME CREDITS 


(in millions) 1999 ; 1998 
Federal government $ 140.1 $ 151.9 
Other bodies 178.5 182.5 
Investment tax credits 56.9 59.7, 
Surplus accumulated depreciation 37.9 46.1 
Other 44.9 34.5 


> : Se 45ers $) aa 
ee SE 


Federal government funds were primarily for the rehabilitation of certain western branch lines. Funds 
received from other bodies were mainly for the relocation of railway lines. Deferred income credits are 
being amortized to income on the same basis as the related properties are being depreciated. 


16 SHAREHOLDER’S EQUITY 


Authorized and issued share capital 
The Company's authorized and issued share capital is as follows: 


(in millions) Authorized 1999 Issued 1998 Issued 
Ordinary Shares Unlimited 347.2 347.2 
Preference Shares See* = = 
First Preferred Shares Unlimited - - 
Second Preferred Shares Unlimited - - 
Third Preferred Shares Unlimited - - 
Fourth Preferred Shares Unlimited ~ - 


* Not exceeding one-half the aggregate amount of Ordinary Shares outstanding. 
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NOTE 


Ordinary Shares 
An analysis of Ordinary Share balances is as follows: 


Ordinary Shares 


(in millions) Number Amount 
In issue at January 1, 1998 346.6 $ 1,804.5 
Issued during 1998 0.6 8.0 
In issue at December 31, 1998 and 1999 3472 SeeibCd2.5 


Contributed surplus 
During 1999, the Company received capital contributions totalling $14.2 million (1998 - $7.3 million). 


Foreign currency translation adjustments 
Included in equity are the following cumulative foreign currency translation adjustments: 


(in millions) 1999 1998 
Balance, January 1 $ 95.3 $ 79.0 
Effect of exchange rate changes on Perpetual 4% 

Consolidated Debenture Stock 3.9 (5.0) 
Change in foreign currency translation rates on foreign subsidiaries (31.4) Zils: 
Balance, December 31 $ 67.8 $ 95.3 
17 PENSIONS 


The Company has defined benefit plans which provide for pensions based principally on years of service 
and compensation rates near retirement. Annual contributions to the plans, which are actuarially deter- 
mined, are made on the basis of not less than the minimum amounts required by federal or provincial 
pension supervisory authorities. 


Net pension recovery, excluding a restructuring-related charge of $20.0 million, amounted to $0.9 million 
in 1999 (1998 — $7.6 million expense) and includes the following components: 


(in millions) 1999 1998 
Actual return on pension fund assets $ (516.5) $2. (A408) 
Experience gains on pension fund deferred 10.9 235 
Expected return on pension fund assets (505.6) (415.3) 
Interest cost on projected benefit obligation 472.4 394.1 
Expected return on assets in excess of 

interest cost on obligation (33.2) (21.2) 
Net amortization of prior year deferrals WET, 11.0 
Service cost-benefits in the year ; 24.6 17.8 
Net pension (recovery) expense $ (0.9) $ 7.6 
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Pension fund assets consist primarily of listed stocks and bonds. The following table sets forth the plans’ 
funded status and the prepaid amounts recognized in the Company’s consolidated balance sheet at 
December 31: 


(in millions) 1999 1998 
Accumulated benefit obligation 
Vested $ 4,401.2 $ 43147 
Non-vested 8.7 seh 
4,409.9 4,323.4 
Effect of projected salary increases 440.2 433.8 
Projected benefit obligation 4,850.1 A I 57D. 
Pension fund assets at market-related values BZ 9Oe7, 4,973.9 
Pension fund assets greater than projected benefit obligation 279.6 PENG). 7/ 
Unamortized portion of net obligation at January 1, 1987* 60.9 88.2 
Unamortized prior services cost* ; 120.6 139.6 
Unamortized net gain* (340.8) (346.3) 
Net prepaid pension cost in the consolidated balance sheet $ 120330 $ 98.2 


* Amortized over the expected average remaining service lives of employees (generally 13 years). 


The net prepaid pension cost is included in the following components of the consolidated balance sheet: 


(in millions) 1999 1998 
Other assets and deferred charges f $ 139.4 $11 
Deferred liabilities arising from subsidiaries’ plans (18.7) (12.7) 
Accounts payable and accrued liabilities (0.4) (0.6) 


Net prepaid pension cost $ 120.3 $ 98.2 
a ee eee 


Actuarial assumptions used are approximately: 


1999 1998 
Discount rate for plan obligation 8.00% 8.00% 
Projected future salary increases 2.10% 2.10% 
Long-term rate of return on fund assets 8.00% 8.00% 


In addition to pension benefits, the Company provides health care and life insurance benefits for certain 
retired employees. The cost of providing these benefits is recognized by expensing the annual insurance 
premiums which in 1999 were $6.0 million (1998 — $5.1 million). 


NOTE 18 RELATED PARTY TRANSACTIONS 
Rail services provided to affiliated companies yielded revenues in 1999 of $406.0 million (1998 — $433.4 
million). Included in accounts receivable is $16.8 million (1998 - $11.8 million) due from affiliates. Long- 
term advances from affiliates are repayable at the option of the Company and carry an interest rate of 
Bankers’ Acceptances plus 0.25 per cent. 
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NOTE 19 COMMITMENTS AND CONTINGENCIES 
At December 31, 1999, the Company had committed to future capita! expenditures amounting to 
$59.1 million. 


At December 31, 1999, the Company had a committed unused line of credit of $300 million available 
for short-term and long-term financing repayable five years after signing, and prepayable at any time 
if drawn. The interest rate on this facility varies based on bank prime or Bankers’ Acceptances. 


Minimum payments under operating leases were estimated at $558.6 million in aggregate, with annual 
payments (in millions) in each of the five years following 1999 of: 2000 - $116.6; 2001 — $87.1; 2002 — $78.7; 
2003 — $55.5; 2004 — $46.0. 


D&H carries a US$35.0 million General Mortgage Indenture with the United States Federal Railroad 
Administration (FRA). D&H has agreed not to dispose of more than one-third of its mainline route miles 
for a 10-year term ending in 2001. Non-performance under the terms of this agreement would result in 
a fine of US$35.0 million payable to the FRA. 


NOTE 20 RECLASSIFICATION 
Certain prior year's figures have been reclassified to conform with the presentation adopted for 1999. 


NOTE 21 SUPPLEMENTARY DATA 
: The discussion of Canadian and United States accounting principles and the reconciliation of net income 
between United States and Canadian generally accepted accounting principles for the years included in 
Supplementary Data are an integral part of these financial statements. 


Canadian and United States accounting principles 

The consolidated financial statements of the Company have been prepared in accordance with generally 
accepted accounting principles (GAAP) in Canada, as promulgated by the Canadian Institute of 
Chartered Accountants. Over the years, a number of differences have developed between Canadian 
and United States GAAP. For the information of the Company's United States investors, the major 
differences are described below. 


Income taxes 

The Canadian method of accounting for income taxes used to prepare these statements, described as 
the deferral method, focuses on differences arising between financial statement income and taxable 
income. The method followed under United States GAAP, described as the liability method, focuses on 
differences between the book and tax values of assets and liabilities. In Canada, income taxes are 
recorded using tax rates and regulations applicable in the current year and are not changed in future 
years, even though tax rates and regulations may change. In the United States, the tax liability is 
calculated using enacted future tax rates and regulations and is adjusted in future years if those tax 
rates and regulations are changed. 
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Foreign exchange 

Unrealized exchange gains and losses-related to long-term foreign currency assets and liabilities are 
deferred and amortized over the life of the asset or liability. Under Financial Accounting Standards 
Board (FASB) Statement No. 52 “Foreign Currency Translation,” such gains and losses are included 
immediately in income. 


Pension cost 

The principal difference between Canadian and United States GAAP in accounting for pension costs is 
in the choice of discount rate used for computing the benefit obligation and the service and interest 
components of net periodic pension expense. Under Canadian GAAP, the discount rate used represents 
management's best estimate of the long-term rate of return on pension fund assets. Under FASB 
Statement No. 87 “Employers’ Accounting for Pensions,” the discount rate reflects the rate at which 
pension benefits can be effectively settled at the date of the financial statements. Canadian GAAP 
requires all changes in assumptions and experience gains and losses to be amortized while in the 
United States, amortization is required only if these changes in assumptions or experience gains and 
losses exceed 10% of the projected benefit obligation or market-related value of the plan assets at 
the beginning of the year. Only the amount in excess of 10% must be amortized. 


Post-retirement benefits other than pensions 

The costs related to post-retirement health care and life insurance benefits are expensed when paid, 
whereas FASB Statement No. 106 “Employers’ Accounting for Post-retirement Benefits Other Than 
Pensions,” requires that these costs, based on the terms of the plan, be recognized on an accrual basis 
during the years the plan participants provide the services. mS 


Termination benefits 

The rules required to accrue termination benefits under United States GAAP are more restrictive than 
those of Canada. In particular, these rules require that the plans be implemented within one year which 
is not the case for certain initiatives accrued under Canadian GAAP. 


Capitalization of interest wat 
The Company expenses interest related to capital projects undertaken during the year. FASB Statement 
No. 34 “Capitalization of Interest Costs” requires these interest costs to be capitalized. 


Accounting for derivative instruments and hedging 

For United States reporting purposes, forward foreign exchange contracts, associated with anticipated 
future transactions that do not constitute firm commitments, are recognized in the financial statements 
at fair value, with any resulting gains or losses immediately reflected in income. Under Canadian GAAP, 
certain of these forward foreign exchange contracts qualify as hedges for accounting purposes. 
Consequently, the fair value of these unsettled contracts is not reflected in the financial statements and 
any realized gains or losses are only recognized at the time of completion of the hedged transactions. 


On June 30, 1998, the FASB issued Statement No. 133 “Accounting for Derivative Instruments and 
Hedging,” effective for years starting after June 15, 2000. For United States GAAP reporting purposes, 
the Company had not adopted the new standard at December 31, 1999. At December 31, 1999, the 
impact of FASB Statement No. 133 was not determinable. 
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Comprehensive income 

FASB Statement No. 130 “Reporting Comprehensive Income” requires the disclosure of the change in 
equity from transactions and other events from non-owner sources during the period. Canadian GAAP 
does not require similar disclosure. In 1999, other comprehensive income arose from foreign currency 
translation and minimum pension liability adjustments. 


Comparative income statement 
A summary of the differences in both Operating income and net income resulting from Canadian and 
United States GAAP is as follows: 


(in millions) 1999 1998 
Operating income 
Canadian GAAP $ 261.7 $ 736.0 
United States GAAP 5. 7357.8 $ 696.3 
Net income © 
Canadian GAAP $ 66.9 S. 302.4 
United States GAAP $ 147.6 wae ee 


Net income is reconciled from Canadian to United States GAAP in the following manner: 


(in millions) 1999 1998 
Net income — Canadian GAAP $ 66.9 $ 362.4 
Increased (decreased) by: 
Pension costs (14.2) (2 
Post-retirement benefits (10.9) (7.0) 
Termination benefits 77.0 - 
Derivative instruments 44.2 (44.9) 
Foreign exchange 44.0 (43.3) 
Capitalized interest et (1.9) 
Deferred income tax (expense) recovery (60.5) 38.2 
Net income -: United States GAAP 147.6 Bilis. / 


Other comprehensive income: 


Foreign currency translation adjustments (725) 16.3 
Minimum pension liability adjustment 901 (9.1) 
Other comprehensive income before tax (18.4) UD 
Deferred income tax recovery (expense) 9.2 (4.1) 
Comprehensive income $ 138.4 $ 318.8 
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NOTE 


Balance sheet 
Had the consolidated balance sheet been prepared under United States GAAP, the differences would 
have been as follows (higher/(lower) under United States GAAP): 


(in millions) 1999 1998 
Assets 
Properties 
Capitalized interest $ 139.0 $ 137.9 
Other assets and deferred charges 
Foreign exchange on long-term debt (120.0) (164.0) 
Pension (49.6) f (35.4) 
Minimum pension liability adjustment - (9.1) 


Total assets $ (30.6) $ (70.6) 
ee OD YE 


Liabilities and shareholder's equity 
Deferred liabilities 


Termination benefits $ (77.0) $ - 
Post-retirement benefit liability 94.4 83.5 
Derivative instruments 322 47.4 
Deferred income taxes (72.2) (123.5) 
Total liabilities (51.6) TGA 
Equity 21.0 (78.0) 


Total liabilities and shareholder's equity $ (30.6) $ (70.6) 


Statement of cash flows 
There is no significant difference in the statement of consolidated cash flows under United States GAAP. 


22 UNCERTAINTY DUE TO THE YEAR 2000 ISSUE 

The Canadian Institute of Chartered Accountants requires all Canadian companies to include the follow- _ 
ing disclosure regarding the Year 2000 Issue: The Year 2000 Issue arises because many computerized | 
systems use two digits rather than four to identify a year. Date-sensitive systems may recognize the year 
2000 as 1900 or some other date, resulting in errors when information using year 2000 dates is processed. 
In addition, similar problems may arise in some systems which use certain dates in 1999 to represent 
something other than a date. Although the change in date has occurred, it is not possible to conclude 
that all aspects of the Year 2000 Issue that may affect the Company, including those related to customers, 
suppliers, or other third parties, have been fully resolved. 
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STATEMENT OF CORPORATE GOVERNANCE PRACTICES 

Canadian Pacific Railway Company and its Board of Directors recognize the importance of corporate 
governance to the effective management of the Company and to its security holders. The Company's 
approach to significant issues of corporate governance is designed with a view to ensuring that the 
business and affairs of the Company are effectively managed so as to enhance shareholder value. 


The Board consists of 13 directors, 12 of whom are unrelated to the Company. The only related director 
is the Chairman of the Board. The number of directors constituting the Board has been reduced over 
the past 14 years from 28 members to its current 13. The Board believes that this number is appropriate 
and allows the Board to deliberate effectively. 


Although D.P. O’Brien is the Chairman of the Board, the fact that he occupies this office does not, in 
the opinion of the Board, impair its ability to act independently of management. The opinion is based 
on the proportion of unrelated to related directors and the fact that an unrelated director, the 
Chairman of the Corporate Governance and Nominating Committee, has been designated lead director. 


The Board assumes responsibility for the stewardship of the Company, and in discharging that responsi- 
bility it annually reviews and approves a long-term strategic plan, an annual financial budget, as well as 
the consolidated financial statements. It also considers and, if appropriate, approves major acquisitions 
and dispositions. 


At this time, the Board has established six committees to assist it in carrying out its responsibilities. 


The Executive Committee is composed of a majority of unrelated directors. Its mandate is to exercise 
powers of the Board, between regularly scheduled meetings of the Board, with certain exceptions pre- 
scribed by law and to review with the Chief Executive Officer significant policy issues, business plans, 
budgets, acquisitions and divestitures. 


The Audit Committee consists entirely of unrelated directors. It is responsible for, among other matters, 
reviewing management's actions relating to the maintenance of internal controls to provide assurance 
that assets are safeguarded and transactions are authorized, recorded and reported properly. It also dis- 
cusses with management the Company's policies and procedures for managing the principal risks of the 
business to ensure systems and procedures are in place to manage those risks. The Committee also 
reviews with management and the internal and external auditors the Company’s financial reporting 
procedures in connection with the annual audit and the preparation of the financial statements. 


The Management Resources and Compensation Committee is composed entirely of unrelated directors. 
It is responsible for making recommendations to the Board on management succession planning within 
the Company and its major subsidiaries. It is also responsible for recommending to the Board the com- 
pensation to be paid to senior Management. It assesses the performance of the Chief Executive Officer 
and determines his compensation based on the attainment of objectives set by the Board that are con- 
sistent with the Company's strategic plan and that are reflected in the performance criteria of the 
Company's short- and long-term incentive plans. 


1999 CPRC 55 


The Corporate Governance and Nominating Committee is composed entirely of unrelated directors and 
is charged with responsibility for all matters relating to corporate governance. These responsibilities 
include recommending candidates for nomination, appointment, election and re-election to the Board 
and its committees, assessing Board performance, and determining the most appropriate orientation 
and education program for new Board members. Directors may, in circumstances considered appropriate 
by this Committee, engage the services of outside advisors at the Company's expense. 


The Environmental and Safety Committee is composed entirely of unrelated directors. It is responsible 
for making recommendations to the Board on environmental and safety issues and for making reports 
to the Board on the effectiveness of the Company's response to environmental and safety issues, on the 
management risks associated with these issues, and on the implementation of the environmental and 
safety policy statement adopted by the Board. 


The Pension Trust Fund Committee is composed of a majority of unrelated directors. It is responsible 
for overseeing the operation and administration of the Company’s pension plans and the investment 
policies and management of the pension trust funds. 


The Board of Directors believes it is important to maintain effective communication with its shareholders. 
To this end, it reviews the Company’s Annual Report, Management's Discussion and Analysis, Annual 
Information Form, quarterly financial statements, and press releases on major developments, in each 
case before they are distributed. 
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FIVE-YEAR SUMMARY 


(in millions) 1999 1998 SIV) 1996 1995 
INCOME ITEMS 
Revenues 
Freight 
Grain Denar 5. S) 7A0:60°$ “826.4545 725.5 24 67442 
Coal, sulphur and fertilizers 811.2 901.9 966.6 - 880.7 881.3 
Forest products 361.2 82407, 309.6 316.8 341.5 
Industrial products 433.0 430.4 430.0 421.1 413.1 
Intermodal 751.8 67933 615.9 608.2 603.7 
Automotive 278.9 238.3 JESS |S) 209.7 224.9 
RGGI - _ Diled PATE) 199.9 
8752526 3).3) (7 3,428.7 Sh SVAS)SS: 3,408.6 
Other** 172.8 156.9 OSes 163.4 15126 
Total revenues 3,496.4 3,472.1 By DO2.5 3) D7) SyDO0 
Operating expenses 
Compensation and benefits as 2 1,150.8 121225 zee $,32120 
Fuel 279.2 281.6 343.2 324.4 B22,0 
Materials 199.4 234.6 230.6 IUSYS) HA: Deas, 
Equipment rents 269.7 258.3 286.7 296.1 333.9 
Depreciation and amortization 292.5 279.0 249.1 226.2 241.0 
Purchased services and other 520.1 BATA 592.6 554.2 608.9 
Total operating expenses** 2,734.1 PUSH | 4! 2,914.7 2,954.8 Sli2e5 
Operating income before unusual items 762.3 P2087, 667.8 587.9 447.7 
Unusual items (500.6) 15.3 evens: 16.7 (1,143.0) 
Operating income (loss) pepcOlL/ Meet oO Ores cos, $8 604.6 ng (695.3) 
Operating ratio (excluding unusual items) 78.2% 79.2% 81.4% 83.4% 87.4% 
REVENUE TON-MILES 
Grain 21,915 22,599 26,044 3) IED 24,642 
Coal, sulphur and fertilizers 33,655 34,287 35597 B22 55 32,839 
Forest products 10,775 9,103 8,958 9,327 10,114 
Industrial products 12,499 ee 11,863 e745 11,546 
Intermodal 19,126 16,288 14,966 14,547 16,262 
Automotive 2,464 2,080 1,863 1,617 1,670 
REGIS = - 1,202 oe, 5,649 
Total revenue ton-miles ; 100,434 96,094 100,488 98,740 OZ R722) 


* Kansas City and Corn Lines (“KCCL”) were sold in 1997. 


** Excluding unusual items as follows: For 1999, $472.2 million in restructuring charges and a one-time charge of $28.4 million 


mostly relating to Year 2000 remediation work; for 1998, $44.4- 
$29.1 million in charges related to Year 2000 remediation work; 


million gain on the sale of Coastal Marine Operations offset by 
for 1997, gains of $54.2 million from the sale of KCCL, and 


$80.1 million from rationalization on the StL&H and the monetization of a property lease in Montreal; for 1996, a gain of 


$16.7 million was realized from the sale of an equity investment in an industr 


charge of $1,143.0 million. 


y insurance association; for 1995, a restructuring 
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directors and senior officers 


DIRECTORS ALLAN R. TAYLOR, O.C. (2)(4)(5)(6) 

Retired Chairman and Chief Executive Officer, 
Royal Bank of Canada 

Toronto, Ontario 


STEPHEN E. BACHAND (1)(5) 
President and Chief Executive Officer, 
Canadian Tire Corporation Limited 


Toronto, Ontario CAROLE TAYLOR (3) 

DIAN COHEN, C.M., LL.D. (1))(5) eerie ees 

President Vancouver, British Columbia 

Dian Cohen Productions Limited THE RT. HON., THE VISCOUNT WEIR @) 
Ayers Cliff, Quebec Chairman, 


BICC PLC 


. JAMES FIELDING (3) 
M MES G Glasgow, Scotland 


Chairman of the Board, 
Alexander Centre Industries Limited 


Sudbury, Ontario SENIOR OFFICERS OF THE COMPANY 
ANGUS A. MACNAUGHTON (2)(4)(6) ROBERT. J. RITCHIE 

President, President and Chief Executive Officer 
Genstar Investment Corporation Calgary, Alberta 


San Francisco, California EDWIN V. DODGE 


JOHN D. MCNEIL (1)(2)(4)(6) Executive Vice-President, Operations 
Chairman, Executive Committee, and Calgary, Alberta 
Director, Sun Life Assurance Company of Canada 


Toronto: Guten GEORGE C. HALATSIS 


Executive Vice-President 
JAMES E. NEWALL, O.C. (2)(4)(6) 5 and Chief Financial Officer 
Chairman, Calgary, Alberta 

NOVA Chemicals Corporation 


Calgary, Alberta J. HUGH MACDIARMID 


Executive Vice-President, Commercial 
DAVID P. O'BRIEN (4)(6) Calgary, Alberta 

Chairman, President and Chief Executive Officer, 
Canadian Pacific Limited; Chairman of the Board, 
Canadian Pacific Railway Company 

Calgary, Alberta 


ALLEN H. BORAK 
Vice-President, Information Services 
Calgary, Alberta 


R. ANDREW SHIELDS 

Vice-President, 

Human Resources and Industrial Relations 
Calgary, Alberta 


MICHAEL E.J. PHELPS (1)(5) 
Chairman and Chief Executive Officer, 
Westcoast Energy Inc. 

Vancouver, British Columbia 
MARCELLA M. SZEL, Q.C. 
Vice-President, 

Legal Services and Corporate Secretary 
Calgary, Alberta 


ROGER PHILLIPS, O.C. (1)(3) 
President and Chief Executive Officer, 
IPSCO Inc. 

Regina, Saskatchewan 


RONALD D. SOUTHERN, C.M., C.B.E., LDS) 
Co-Chairman and Co-Chief Executive Officer, 

ATCO Ltd. and Canadian Utilities Limited 

Calgary, Alberta 


(1) Member of the Audit Committee (4) Member of the Executive Committee 

(2) Member of the Corporate Governance and Nominating (5) Member of the Management Resources and Compensation 
Committee Committee . 

(3) Member of the Environmental and Safety Committee (6) Member of the Pension Trust Fund Committee 
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